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What is the economy? 


~ IMAGINE YoU HAVE A THOUSAND pounds to live 
ALL ABOUT MONEY? on for a month. With this money, you have to stock 


You might think that the economy 


is only about money, but moneyis_ | Up On food, pay rent, water and electricity bills, buy 


Stop and Stare 


veath tis not symbolic store of __a new pair of shoes, and get your computer repaired. ee 
wea 1 is not useTrul in 1tse - 10S 

value lies solely in the fact that Too many needs and too little money? Well, that is 

it can be exchange d for things Ww what the economy is all about — using limited 

that people need or want 


esources to fulfil a great many needs. The word 
aiorone comes from a Greek word meaning 
“one who manages a household’, but when 
people use the term they are usually referring 
to their home nation or to the world as a ’ 
whole. The economy of a region is determined WHERE DO! FIT IN? 


by the choices its people make about what to Everybody is part of the 
J : economy. Whenever you 
produce, what to buy, and what to spend, given _ buy, sell, or exchange 
the limited resources. Economics is the study something, yOu sia 
i : contributing to the economy 
of how people make these choices and the in a small way. Every single 


music download contributes to 
a global multi-billion-dollar 
music industry. 


consequences of their decisions. 


eREPING ACCOUNT Tally of livestock 


This 5,500-year-old clay tablet from ancient 
Mesopotamia contains a record of a tally of 
sheep and goats. The Mesopotamians were the 
first people to develop a system in which goods 


produced, traded, and stored were recorded. 
To do this effectively, they invented writing. ee 
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MANUFACTURING 

The manufacture of goods is 
a major part of the economy 
today. It makes up around 
one-third of the total value 
of global economic activity. 

In many industries, the 
process of manufacturing is 
split into specialized tasks that 
require specific skills. This car 
factory worker specializes 

in making a single part 

of an engine. 


Manufacturing 


Services 


Agriculture 


SECTORS OF THE ECONOMY 


Economies can be divided into three main sectors: 
agriculture, manufacturing, and services. Their relative 
importance can vary greatly between nations, but 
in general as a country develops (gets richer), the 
importance of agriculture decreases and the services sector 
becomes larger. This pie chart shows the contributions 
of each of the three sectors to the world economy. 


GLOBAL TRADE 


Standard-size 


AGRICULTURE 
Once the most important 
sector in almost all 
economies, agriculture now 
accounts for just 4 per cent 
of the world’s economic 
output. It is still the largest 
sector in some countries, 
however. In the Republic 
of Guinea-Bissau, western 
Africa, cashew nuts are 
the major source of the 
nation’s income. 


Cashew nut 


Guide showing tourists 
the sights in Egypt 


SERVICES 

The economy is not just about making things. Services are an important 
part of it too. Service industries include banking, health care, education, 
and tourism. A tourist guide does not offer a physical product. Instead, 
people pay him to show them around an attraction because he knows the 
place well. Service industries form the largest sector of the global economy. 


Modern methods of transport and communication have created 
a truly global economy. People send vast quantities of goods around 
the world as they trade with one another. Some goods, such as 
coal and oil, travel in bulk, but most go in containers. Trade Ae Crane loading 
is now so interconnected that across the world, ~~’ containers 
a single standard-size container transports 
90 per cent of all non-bulk cargo — in ships, r® 
trains, and trucks. 


container 


The luxurious Burj Al Arab hotel in 
Dubai in the United Arab Emirates 


Economic goals oe ee 


(UAE) was developed by, and caters 


: bs d ‘ : to, the super rich. In the UAE, the 
LNpivipuats MAKE PERSONAL CHOICES such as what job richest 0.2 per cent of the populate 
to accept or how much to spend on a new car, whereas controls 90 per cent of the wealth. 
; ews “c So while business people pursue 

governments take collective decisions that affect the whole their personal goals of 
society, such as whether to tax the rich more than the poor, en ee 

3 F = - rere 1S little Denenit for 
and how much to spend on roads and bridges. Some economic the society as a whole. 


decisions affect the welfare of the entire planet, while others 
have a more local focus. For some governments, the wealth of 
the nation as a whole is what matters. For others, it is more 
important that wealth is divided as equally as possible 
among the people. Some governments aim to provide 

free basic facilities to all their citizens. All governments, 
however, need to consider short- and long-term gains 

before they make economic decisions. 
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CHOICES AND PRIORITIES 

People make economic choices due not only to their preferences but 
also to their circumstances, such as whether they are healthy or 
they have a family to support. Their choices also depend on what 
is happening in the wider economy. These people are living in 
unstable times in Iraq and cannot make long-term plans. They 
need to hear the news, which could be why they have invested 
in satellite TV, even though their house is badly in need of repair. 


A PRICE TO PAY 
Being rich is attractive 
to individuals, but 


y Beep eS 

2-0ple > ay 
pe ple may have b sagt 
to work long hours at 


and have minimal 
contact with their 
families to achieve 
this goal. Whether 
people are prepared 
to do this depends on 
whether they feel the 
sacrifices are worth it. 


EQUAL EARNERS 

In Sweden, the difference in income between 
the highest and lowest earners is much 
smaller than in other countries because the 
government taxes the rich more than the poor 
This system allows the citizens to « )\ 

a good quality of life and makes them feel 
they are all in it together. Not everyone is 
happy, though. Some Swedes resent paying 
high taxes so that the government can 
provide support to people in need. 


HEALTH CARE FOR ALL 

Governments differ in the focus of 

their economic policies. Some countries, 

such as Brazil, Britain, Canada, and Japan, 

provide free health care to all their citizens. 
The governments raise the money for these 
services through taxes. In other countries, 
people need to organize their own private 
insurance schemes to fund their health care. 


AN EQUAL WORLD 

Some governments organize their economies 
to minimize the differences in wealth between 
their citizens. In China, at one time people 
were even required to wear identical clothes. 
A major drawback of this system is that it takes 
away one of the biggest incentives for people 
to come up with new ideas — the chance to 
get rich. Another problem is that those with 
power may be tempted to pay themselves 
more than the rest. However, the advantage of 
such a system is that housing, education, and 
medical facilities are provided to all citizens 


TOO MUCH TOO SOON 

Economic goals may focus on short-term gains 
without considering the future. Residents of the 
Pacific island of Nauru grew rich relatively 
quickly by mining the phosphates)that were the 
tiny nation’s major natural resource, but they 

~ had to pay a high price in the long term. 
With the phosphate now exhausted, there is 
only about half a hectare (1 acre sof agricultural 
land left, and all the island's food has to be 
imported. Some see this as a warning about 
what could happen to the entire planet if people 
are not careful with Earth's natural resources. 


~~ eee I ER Oem * 


Who decides? 


[He way AN ECONOMY FUNCTIONS depends on who is making decisions 
about it. In one economic system, known as a command economy, 
everything — from what goods and services to produce, to how to distribute 
them — is planned by the government. In another, called the free market 
The economist Adam Smith wroteone SyStem, there is no central authority calling the shots. Instead, decisions are 
: nd most influential books made by individual people and businesses. This can work well all by itself, 
but free markets can face problems when there are too few buyers or sellers. 
If just one company sold an essential item such as water, for instance, it 
could charge very high prices, and if there were very few buyers for bananas, 
the sellers would be “forced to reduce their prices to ridiculously low levels. 
As a result, most nations have a mixed economy in which businesses run 
their own affairs, but their activities are regulated by the government. 


Carpet displayed 
to attract 
customers 


THE INVISIBLE HAND 
Adam Smith believed that the free 
market economy was guided by an 
invisible hand” that matched up 
people's wants and needs to 
everyone's advantage. No one 
forces these carpet sellers to group 
together, but because they do, 
customers know exactly where 
to go to buy carpets. Customers 
also benefit from low prices as 
sellers compete for their money. 
Meanwhile, the sellers are 
guaranteed plenty of customers. 
Everybody wins, but no one 
planned the system in advance. 


eo eee 
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Communist Party 
headquarters, 
Beijing, China 
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COMMAND ECONOMY 
A communist economy is a type of command economy. Communism is a political and 
economic philosophy that favours a classless society where there are no rich or poor 
people, and everyone is equal. In a communist country the state owns all the means 
of production such as factories, tools, and raw materials, and decides what the needs 
and wants of the people are. Chinas communist goverment decides in advance much of 
what its people are going to grow and manufacture. 


PEOPLE'S CHOICE 

In democratic nations, governments are chosen by 
voters. Political candidates present their economic 
policies (plans), and voters decide whom to elect. People 
have the power to vote the government out of office 

if they do not think it is doing a good job of managing 
the nation’s economy. This woman is voting for her 
preferred candidate in Indonesia's 2009 elections. 


___ Ballot paper 
marked to 
indicate 
voter's choice 


TOTAL CONTROL 

In a dictatorship, one person has complete control 
over all economic activities (and almost everything 
else). This benefits the dictator, but the people 
have little choice. President Saparmurat Niyazov 
of Turkmenistan made sure that much of his nation’s 
oil and gas wealth went to himself. He used some of 
this money to commission a solid gold statue 

of himself that rotated to follow the Sun. 
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WHERE THE CONSUMER IS KING BANANA REPUBLICS 
In free market or mixed economies, consumers are free to Sometimes businesses are so large 
spend their money on whatever they choose. Their choices and powerful, they control the economy 
determine what is produced in the economy. If people are of a region. The US-owned United Fn 
willing and able to pay for a certain product, there is an Company once dominated the ¢ omy 
incentive for someone to produce it. Often, many companies of Central America to tent 
competé— making the same product and giving consumers that the countries in this r n be 
a range of brands to choose from ki 
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Making choices 


Prope EVERYWHERE FACE economic decisions. They 
must decide how to make the best use of their limited 
resources. This is true now and was just as true thousands 
of years ago, before agriculture was invented. At that time, 
everyone lived by hunting and gathering their own food, 
moving from place to place, and by making tools and 
shelters out of local materials. They lived in small, mobile 


Nuts 


ok 


Ss © 
UNCHANGED LIVING * we 


pripelininiety groups, and might have traded occasionally with other groups. 

A few hunter-gatherer 5 s 

communities that remain Berries | Economists say they had a hunter-gatherer economy. Some people 
today cont e to live in ¢ . . “ : 

oo ae tee litle forthousands of Still live as hunter-gatherers today. There are others who make 
years — hunting and gathering food rather a living by small-scale farming, or by grazing animals. 


than farming it. Men usually fish and hunt 


animals, and women gather nuts,eggs,and.  Lneir €CONOmMeS are smialineeaies but they face the same 
berries. Surviving hunter-gatherer societies e@cQgnomic decisions as people in industrialized societies, 
provide us with important clues about how 


our ancestors lived in the distant past. such as how to cooperate and divide their labour and how 
to care for the young and the sick. 


Bushmen take aim, 
while hiding in long grass 
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HUNTING TOGETHER 

These Bushmen from the 
Kalahari Desert in Namibia, 
Africa, work together because 
hey know that they are much 


ake a kill if they 


$$ 


SPECIALIZATION 
A universal feature of all human 
economies is specialization, or 
division of labour. This is evident 
in small-scale societies such as the 
Yanomami tribe of the Amazon 
rainforest in South America. No 
Yanomami man would dream of 
chewing cassava root, which 
the women of the tribe do 
ahead of cooking to remove 
its bitterness. The whole 
community, however, 
benefits from the results 
of the labour. 


NOMADIC LIFE 

Pastoralists are people who keep animals but move 
continually with them in search of fresh pasture. 
They lead a nomadic life, moving from place to 
place. They set up temporary homes where they 
expect to find resources such as food, water, and 
material for tools. These Mongolian herders 

live in portable felt tents called yurts or gers. 


Yanomami woman 
preparing cassava in 
the Amazon rainforest 


Strips of metal make 
a rattling sound 


HEALING POWERS 
Small hunter-gatherer communities have their 
own methods of dealing with sickness and 
disease. Some people in these communities 
specialize in the healing properties of the plants 
in their area. They are believed to have spiritual 
powers and perform rituals to deal with spirits 
that they believe cause disease. In some 
communities, spiritual leaders called shamans 
use rattles to conduct healing ceremonies. 


Shaman’‘s rattle, 
Pacific Northwest, US 


UPHOLDING TRADITION 
Hunter-gatherer communities are fast 
disappearing as their members rush 
global economy. But some communities 
the Pila Nguru Aboriginals of Western Australia 


“ir traditional lifest 


have chosen to maintain t 
including producing colourful dot paintings 


despite contact with indust: 


Owning things 


Mosr reope TAKE IT FOR granted that certain things belong to them — typically 
gifts, or things they have made themselves or have worked to get. 
People have rights over the things they own, but these are 
different in every society. A hunter- -gatherer would find 
the idea of a person owning land very strange, and in 
communist countries, factories and raw materials are 
owned by everyone, but in effect, by the state. In ancient 
Rome, people could own other people (slaves), and 
until the late 19th century, married women in 
many European countries had no legal property 
rights. Ownership affects people’s economic 
choices, since it determines the return they get 

from their hard work or investment. So property 
rights are central to how an economy works. 


>, ALL MINE! * Pan : “gv cw 
Chimpanzees seem to have ah we 
some concept of property iz = . S&S z . Mri ON 


rights. If a member of a chimp 
group picks a piece of fruit, no 
other chimpanzee will try to 
take it away by force, even if the 
chimpanzee is the lowest-ranking 
member. Humans might have 
inherited ideas of ownership from 
their apelike ancestors. Scientists, 
however, disagree about whether 
property ideas are instinctive to human 
beings. In practice, ownership rights 
have to be enforced by laws and customs. 


IS THIS YOURS? 


In the past, many Native American tribes had 
no concept of owning land. They might not 
own the reeds growing beside a lake, but if 
they harvested those reeds and wove them into 
a basket, that basket would belong to them. 


o hold on to her house in the city of 
; 


o sell their property to builders 


en she found herself living on an isolated rock .~ 
n site. In the end, however . 4 
iched aot Po ne Y 
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WHOSE TREASURE IS THIS? 

The question of who owns something can become 
complicated. In 1801, British ambassador Thomas Elgin 
bought some Greek marble reliefs from the Turkish 
government that then ruled Athens. They are now 
in the British Museum, but the Greek government 
wants them back. The British argue that they 
paid for them and have looked : 
after them for 200 years. 
Whose claim is valid? 


A PIECE OF THE MOON 

In 1967, the United Nations signed a treaty 
preventing any country from claiming ownership 
of the Moon and other areas of space. It did not 
say anything about individuals or corporations, 
however. Dennis Hope of Nevada, US, has made 
millions of dollars by claiming parcels of land on 
the Moon and selling them. Buying them as an 
investment would be risky — Earthly courts may 
not respect Hope's claims — but they make 
interesting presents. 


Bluefin tuna 


TRAGEDY OF THE COMMONS 
If nobody owns a resource and everyone can 
use it, nobody has any particular reason to 

look after it properly. Economists refer to this 

situation as “the tragedy of the commons’. 

The fate of the bluefin tuna is a sad example. 

Under international law, no one owns the open 

ocean or the fish that live in it. This has resulted 

in a free-for-all — fishermen have hunted this 

tasty species to the verge of extinction. 


THAT'S MY IDEA 
Ideas can be at least as valuable as 
physical items. For much of history, 
people were free to use other people's 
ideas without paying for them. Many 
governments eventually decided that this 
= was unfair. It was also harmful, because 
=== inventors were less likely to come up with 
THIS LAND IS MY LAND ey useful new ideas if there were no 
Communities with little or no concept of land ownership are ; guarantees that they would profit 
sometimes forced to fight for the land they occupy if others from them. Intellectual property 
threaten to take it over. These Native Americans of the laws were developed to 
Peruvian rainforest in South America assert their right to protect inventors’ ideas 
live on and use the land for hunting or farming, but may not so that no one could 
make a legal claim to own it. Peru's laws allow land ownership, steal them 
however, so logging companies can stake claim to forested 
land, which prevents the forest people from using it. Violent 
protests by Native Americans in 2009 led to the scrapping 
of two of Peru's land-ownership laws. 
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Division of labour 


By worKING TOGETHER IN TEAMS, people can do far more 
than they could on their own. This is not just about some 
tasks being too difficult for one person, such as lifting an 
extremely heavy object. There are many jobs that can 

be done much more quickly together, particularly if 

they are broken down into stages, with different people 
responsible for each stage. This is because people who 
do a particular task again and again get better and faster 
at performing it and become specialists. They are more 
efficient and productive, which means that they do 
more work in an hour than non-specialists. This process 
of dividing up a task to get the maximum work done in 
the least possible time is known as division of labour. 


A HIVE OF ACTIVITY 
Division of labour is not just a human 
activity — bees do it too. Some worker 

bees collect nectar, others convert it 

into honey, and the rest guard the hive. 

Meanwhile, the queen bee does almost 

nothing but lay eggs. If all the bees tried to 
do everything, they would spend so much 
time moving between jobs that there would 
be chaos and far less honey would be produced. 


Cell for storing >, 


food and eggs ' 
~ s 
SKILLED CRAFI 
The development of agriculture freed people @ \ * 
from having to look for food, giving them more e ? 
time to specialize in other tasks and activities. r an ; 
As a result, far more goods were produced, and skilled é / 
crafts such as metalwork flourished. This bronze aN i 2p 
dragon head representing the Babylonian god Marduk aE > * } - - 
is from 6th-century-BcE Mesopotamia. = ~\ Si i] - 
XN WSs 
NWO SSi_ 
E> a 
18th-century engraving Specialist places Fire lit to a WSS ey 
of a pin factory heads on pins heat the metal & —— Pins 
Were zi . —~, 


WORKING TOGETHER 

The 18th-century economist 
Adam Smith believed that 
even simple tasks like the 
manufacture of pins could 

. be carried out more efficiently 
we cooperation and 
specialization. He calculated that 
10 people could make as many 
pins in a given period of time 
as 2,400 working individually. 
However, specialization may 
lead to boredom. Workers can 
start to feel like machines, 


LE BX OS a 
/ eae vr 


causing them to become 
unhappy and less productive 
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UNEQUAL REWARDS? 

The 19th-century British inventor and industrialist 
Lord Armstrong, who owned this magnificent 
house, paid himself more than all his employees 
put together. Was this unfair? Many economists 
would say no. One worker could perhaps be 
replaced with another, but Armstrong's contribution 
was irreplaceable — without his inventions, theit 
jobs would not have existed. It is often difficult 

to place a value on each person's contribution 


Worker bee to a team effort. 


ASSEMBLY LINE 

Between 1908 and 1913, the Ford Motor Company perfected the 

assembly line, in which cars were built in successive stages via 

conveyor belts. These belts brought the work to specialist workers 

_ Employee performs , in exactly the right sequence. This reduced the time taken to 
| his specialized task . ' make a complete car from 12.5 hours to just over 1.5 hours. 
| _ The resulting increase in productivity led to greater profits for the 
company, lower prices for buyers, and higher wages for employees. 


Trade 


[He EXCHANGE OF ONE THING for another is called trade. 
Individuals and businesses trade because they cannot produce 
something they want or need, or because it makes more sense 
for them to concentrate on producing other things. Someone 
without the equipment or skills to produce a television, for 
example, can buy it from a company that specializes in making 
them, trading money for the TV. Goods and services are 
increasingly traded across international borders, between 
individuals and companies in different countries. Goods and 
services leaving a country are called exports, and those entering 
are called imports. Some governments seek to 
protect their national industries from cheaper 
imports by imposing tariffs, which are taxes 
on goods imported from other countries. 


SWAP SHOP 


Apples 


LOCAL SPECIALITIES 
Businesses in a country 

or region may spec ialize in 
producing particular goods 


and services because they use 


the wes 


FIRST TRADE 

Flint tools discovered in areas where 
the stone does not naturally occur 
may be evidence of prehistoric trade. 
Sharp, chipped stone flints were 
used to build shelters, make clothes, 
and cut meat. People living in areas 
where this resource was not available 
most likely exchanged goods with 
people from other regions fora 
supply of their flint. 


In the modern world, trade usually involves the 

exchange of goods or services for money, but before 

money was invented, items were exchanged directly, or 

bartered. An example of this is swapping a cockerel for an 

agreed quantity of apples. The barter system continues 

alongside money to the present day. In fact, with the 

growth of trade in unwanted items between people in 

Internet communities, bartering is gaining popularity. Ship leaving 


Lisbon port, 
Portugal 


GOING GLOBAL 


Spices such as pepper and cardamom were highly prized in 15th- and 
16th-century Europe. The traditional trade routes to the spice-rich 
islands of south and east Asia were controlled by Arab traders, and spices 
were very costly by the time they reached Europe. European explorers 
sailed the globe in search of new routes to the spice islands, and over 
time silks and spices from the east and precious metals and sugar from 

t became major sources of wealth tor European nations: 


PLAYGROUND TRADING 
— Trade involves the exchange 
of goods and services so that 
people can satisfy their 
wants. Everyone engages in 
trade in some form or the 
other in their everyday life. 
Even swapping cards among 
friends is a form of trade. 


BREAKING DOWN BARRIERS 
Sometimes a government tries to protect its country’s 
' industries by setting up barriers to trade, such as 
tariffs, against competing nations. Some nations are 
also part of trade blocs, where tariffs are reduced or 
eliminated between member countries. For example, 
people, goods, and services can move freely between 
the 27 states belonging to the European Union. 


European 
Union flag 


GLOBAL IMPACT 
In today’s interlinked world, events 
or decisions made in one country 
can have major effects on the 
economies of other nations. 

If oil-producing nations restrict their 
supply of oil, its global price rises: 
Many industries and forms of 
transport are dependent on oil, 
so increased costs have a huge 
impact on worldwide trade. 


A tanker transports 
oil between nations 


The birth of money 


‘ 
Berore PEOPLE STARTED USING MONEY, they 
used the barter, or exchange, system to obtain ROARING SUCCESS 
3 . = Te ce: Metal was a popular 
goods. One drawback, however, was its inefficiency — a person ancient form of commodity 
who wanted to exchange a goat for some firewood might not Beeps ecat sie = saad 
easily find a person who wanted to exchange firewood for a was establishing how pure 
goat. The invention of money provided a solution to this Reabyafasiete = 
problem. As its value was recognized by everyone, people (present-day Turkey) around 
; ; 640 sce — solved this problem. 
could buy and sell whatever they wanted quickly and easily. They per atambat ee 
Money had to be relatively scarce if it was to preserve its king's lion-head symbol as a 


tee of thei ity. 
value, but not too scarce, or most people would still have ees ee ee 


to engage in barter (imagine a city with only two 
coins). It also had to be difficult to fake, portable, 
long-lasting, and easily divisible 


Barley 
grain 
\ 
EVERY GRAIN MATTERS 
In ancient Mesopotamia, the shekel 
was the basic unit of both weight and Symbols indicate 
currency. A shekel originally consisted that this 
of 180 grains of barley. Forms of money 14th-century 
based on items that are useful in Chinese note is 
themselves, such as barley, metal, or equivalent to 
salt, are known as commodity money. 1,000 coins 


oe , 

= 

Currency 7 
beads 


Cowrie 


shells 


MONEY BEADS 

Many objects have been used as currency 
through the ages, such as beads, cowrie 
shells, and ring-shaped stones. Almost 
anything can serve as currency provided 
people agree to accept it as payment for 
goods and services. 


Lelere) 


NOTEWORTHY EVENT 
In 10th-century China, people started to leave their heavy iron coins with 
merchants. The merchants gave handwritten receipts in return, and the 
people began using the receipts as money. Eventually the government took 
over from the merchants and printed receipts that could be used officially 


°@) re) Ring coin as money. These were the first banknotes — the first paper currency. 
Beads 


106 20 


e | 


This figure indicates 
the value of the note 


Tunisian dinar 


banknotes and coins 
Serial number 


identifies the 
note and helps 
prevent theft 


and forgery 


ae 
GOLD STANDARD 
For many centuries, the values of 
coins and banknotes were linked 
to specified quantities of gold. Known LET IT BE MONEY f 
as the “gold standard’, this meant a In 1971, countries the f 
country’s wealth was linked to the size world over abandoned linking ff 
of its gold reserves. The system helped the values of notes and coins to gold. f 
simplify international trade as payments Today's coins and banknotes have value f 
in gold were acceptable everywhere. only because governments say they do. / 

This form of money is known as fiat money, which 


comes from the Latin fiat, meaning “let it be done’. 


Holograms are difficult 
leah sk to reproduce and help 
information abou revent forge 
the card holder 4 begs 


Aragonite stone is 
a form of limestone 


FLASH CASH 

Most transactions today are done using “virtual money’. 
No physical money changes hands at all. Instead, digits 
are moved from computer to computer. Pieces of plastic, 
such as the debit cards above, are used to hold account 
details and certify identity. When a person uses a debit 
card to buy something, money is moved directly from 
their bank account into the account of the seller. 


ROCK MARKET 
Prior to the 20th century, the people of the Pacific island 
of Yap used enormous aragonite stone discs as money. 
Called rai, they often weighed several tonnes, and the 
largest ones were more than 3 m (10 ft) in diameter. 
They were almost impossible to move around, so 
people just had to remember who owned which one. 
Fortunately though, they also had smaller coins for daily use. 


MONOPOLIES 

When a government 

or company controls the 

sale of an item, it has ¢ 

monopoly. It ca 
nts, so buye rs may have t 

pay high prices. In 1596, a royal 

monopoly on salt in the state of 

Bavaria accounted for 40 per cent 

of the ruler’s revenue 


THE MARKETPLACE 

\ key feature of markets is 
competition. In a busy street 
market, buyers and sellers can 
easily find out the prices on offer 
at every stall. This allows them 
to compare and make choices 
Provided there are plenty of 
buyers and sellers, everyone 
has a chance to make transactions 
at prices they are happy with 


Markets and prices 


How po THE PRICES OF THINGS get decided? Sometimes they 
are set by governments, or by monopolies, which are companies 
that have complete control over the sale of certain products. The most 

common way prices are decided, however, is through markets. These 
are forums where buyers and sellers meet — from street markets and 
shopping malls to Internet auctions and stock market trading rooms. 
In a market, prices emerge as individual deals are made. Products get 
sold when buyers and sellers agree on prices. Goods in plentiful 
supply in relation to consumer demand tend to settle at lower 
prices than sought-after rarer products. 


Outdoor market at Kota 
Bharu, Malaysia 


SETTING PRICES SELLING TO THE HIGHEST BIDDER 

In many shops, sellers decide on the prices of This picture shows an auction in London 

their goods in advance and use labels to advertise in 1808. In an auction, there is no fixed price. 
them. There is usually no room for negotiation. Instead, items on offer are sold to whoever bids 


If a product fails to sell, however, the seller is likely the highest price for them. If many people want NEGOTIATING PRICES 

to lower its price to attract more customers. Ifit sells to buy a unique object like an old painting, its sale | Two Moroccan men haggle 

price will be high. But if only one person _ (negotiate) over a camel. The seller 
wants it, the price will stay low. has a minimum price he will accept but hopes 

to get more, while the buyer has a maximum price 
he will pay but hopes to pay less. If they can both 
agree upon a price, the camel will be sold. 


out rapidly, the seller may raise the price, as the 
demand for it suggests buyers may pay more. 


COSTLY, RICH, AND RARE 
; Diamonds are expensive because 
oe = they are rare and desirable objects. 
Their supply is low, while demand 
for them is high. If things people 
want badly or need urgently are 
in short supply, buyers will be 
prepared to pay very high prices 
to make sure they obtain them. 


TOO MUCH OF A GOOD THING 

If car makers produce more cars than people 
are willing to buy at current prices, then, in 
economic terms, supply is greater than demand. 
To get rid of their excess stock, manufacturers 
have to reduce car prices to persuade people 

to buy them. This is how markets handle 
gluts, which are the opposite of shortages. 


GOING CRAZY OVER TULIPS 
If people expect the price of a product to go 
on rising, there will be an increase in demand 
as investors buy more of it in the hope of 
selling it later for a profit. This can lead to 
unstable prices. In the Netherlands in the 
17th century, tulips became so popular 
that single bulbs sold for more than 
10 times a skilled worker's yearly wages, 
but then the tulip market collapsed 
and the bulbs were worth little. 


VIRTUAL MARKETS 
Markets are not always physical places. 
On the Internet, buyers and sellers 
can meet in virtual marketplaces 
including auction sites, such as eBay 
and comparison sites that analyse 
hundreds of competing online shops 
and services. The Internet hosts many 
specialized markets, but in some ways 
all the world’s Internet users combine 
to make up a single giant market 
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Banking 


Banks SERVE AS SAFE PLACES for people to keep their money. 
But the money deposited in banks by their customers does not 
sit in a safe. Banks take most of their depositors money and lend 
it to borrowers, who use it for things like starting or expanding 
businesses and purchasing homes. Banks are able to do this 
because they know that it is unlikely that all of their depositors 


SAFE PLACE 
In some ways, temples such as this one in the will want to take out all of their money at the same time. Banks 
ancient city of Hatra, Iraq, were the first banks. 

People stored their valuables in temples because make money by charging borrowers a percentage of the money 
they trusted the temple guardians to look afterthem — they lend them. These charges are known as interest. They also 


well (for a fee). In time, people started accepting 


insist that the original sum borrowed is eventually paid back. 


temple receipts — which were issued to get back 


deposits ~ as payment for other goods. Of course, banks do not want to lend money to people who they 
think may not pay it back, so they charge higher interest rates for 
ee es oe Pits loans they consider risky. They also try 


to lend funds to businesses with the 
most promising projects, 
leading to benefits for 


the whole economy. The Medici family 


coat of arms 


Banker's notebook 


Crossed keys refer 
to the Medici popes _—— 


THE WEALTHIEST BANKERS 
Between the 14th and 16th centuries, 
pioneering banking families such as 
the Medici in Florence, Italy, became 
wealthy by lending money to profitable 
businesses. The Medici grew to be very 
powerful, eventually becoming rulers of 
Florence. They were also patrons 


BANKING ON A BENCH of the arts, and paid for some of the 
European banking took off in Italy in the 12th greatest paintings and sculptures 
and 13th centuries. In centres of trade such as ever seen, employing famous 
Genoa, Venice, and Florence, moneylenders would artists such as Michelangelo and 

set up their tables and benches in open spaces Leonardo da Vinci. Three members 
such as market squares. If a moneylender ran of the Medici family even became 

out of money, his bench was broken to let people pope. The family coat of arms 
know. ‘A broken bench’ is una banca rotta in Italian is still displayed on many 
and the origin of the English word bankrupt. buildings in Florence. 


Balls may 
represent coins 


MONEYLENDERS 
This old painting from a museum in 
Bilbao, Spain, shows a moneylender going 
through his accounts. Moneylenders made 
money by charging fees and interest on 
loans. Before modern banking came about, 
moneylenders played an important economic 
\, Crest of Pope Leo XI, 
born Alessandro 


Ottaviano de’ Medici 


role. They were not very popular, though 
Some religions forbade lending money 


t was often done by religious outsiders 
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INTEREST RATES 

Farmers in 19th-century New Mexico, US, practised a system called partido. 
If a farmer lent a flock of sheep to a neighbour, he would expect it to be 
returned after a year, along with an agreed percentage of the lambs born 
during that period. Modern banks similarly set interest rates on all loans they 
grant. Banks also pay interest to reward customers who save money. Interest 
rates affect economies because when they are high, people borrow less and 
save more. When they are low, people usually borrow more and save less. 


Citibank Plaza 


Lp 
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WORTHY OF A LOAN? 
Banks do not want to lend money to people 
who might not be able to pay it back. 

They need to be convinced that would-be 
borrowers are reliable and have good 
business plans. Philip Knight and 
Bill Bowerman, the founders of 
Nike, could begin importing 
Japanese sports shoes into the 
US only after they persuaded 

the First National Bank of Portland 
to give them a 90-day loan. 


Nike trainers 


MODERN BANKING 
As well as lending out depositors’ savings 
to individuals and businesses, modern 
banks make investments of their own. 
Sometimes they specialize in activities 
he such as helping companies to buy other 
companies, or selling insurance. In many 
cities, banks and related businesses 
i cluster together in one area, such as 
j Wall Street in New York City and the 
i financial district of Hong Kong 
shown in this picture. 


Bank of 
China Tower 


peri 


: 
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Savings and investments 


Savinc MEANS PUTTING MONEY ASIDE instead of 
spending it all at once. People save for a “rainy day” 
when money may be scarce, or to allow them to 
make expensive purchases in the future. Saving is 
low risk — money in a bank account is unlikely 

id ng to grow a great deal in value, but it will be safe. 


In an unpredictable world 


WHY INVEST? 
Money stashed under a mattress 


savings are a cushion against Investment is riskier. It involves purchasing assets or in a jar at home could get 
hard times and emergencies. x ge eee lee Ss = sere z stolen, but the biggest problem 
Just as squirrels hoard nuts to | items ol value in the hope that they will be WOI th is that it will not grow in value. 


see them through winters more over time and provide returns (profits). Assets Indeed, if prices rise, it will 
actually be worth less. People 


include shares in companies (see pages 30-31) and _inake investments in the hope 


without food, people put money 
aside for future purchases as 


well as for unexpected expenses. capital — money, equipment, and buildings used to of making more money. This 
People also save for theit i. 7 - ; oe : = means eventually getting back 
vclivoment when they willno generate wealth. Often people borrow money from _ more money than they paid. 


longer be earnigg a salary banks to finance investments. 


Giant robotic arm welds 
car frame together INVESTING IN MACHINES 
At this Hyundai factory in Beijing, China, 
robotic arms weld car frames together. 
Complicated machinery like these robots is 
expensive, but in the long run the company 
expects to see a good return on its investment. 
This is because it costs less to buy robots to do 
certain tasks, such as welding, than it would cost 
to pay humans to do those tasks. 


PROFITS FROM PROPERTY 
Individuals can make all kinds of personal 
investments, including putting their money 
into shares of companies (see pages 34-35) 
and buying property or land. For most homeowners, 
the biggest investment they will make in their 
lives is buying a house. As a bonus, they get to live 
in it while it (hopefully) increases in value. 
Part of the Bonneville Dam on the INVESTING FOR EVERYONE 

Pee ia ae Columbia River in Oregon, US Governments make investments too. They use the 
E money they raise through taxes to pay for public 
projects such as dams, roads, bridges, and power 


TOP SAVERS stations. These projects are designed to benefit 
China has one of the highest savings everyone and boost the economy. Building a 
rates in the world. This is partly new bridge, for example, can considerably 
because people have to pay for their reduce transport costs for local businesses. 
own health care, education, and It can also increase trade as people from 
retirement, and also because saving outside gain access to the area. 


is encouraged in Chinese culture. 
) The more a country saves, the 
|} more it can invest, and the more 
; its economy grows. 
Visitors with Mickey and Minnie 
Mouse at Tokyo Disneyland, Japan 


Chinese coins, 
an ancient symbol 
of wealth 


WORLDWIDE REACH 


Investors choose between companies and economies all over 
the world. When making their decisions, they try to ba 

risk (the chance of things not turning out as expected 

the highest potential rates of return. The American Walt D 
Company has invested in theme parks in Europe 


making it a multinational business 


COSTLY IMPORTS 


When a country buys more good 


; from other countric 
them, the exchange 
y tends to fall 
for instance, imports 
vCal Thi 


ressure on 


and service 
than it sells to 

rate of its 
Bangladesh 


amounts of rice each 


curren 


huge 
puts strong downward 
the exchange value of its 


because it must convert a lot of local 


money 


currency into foreign currency to pay 


foreign producers for their rice 


FOR A FEW DOLLARS MORE 


Most tore Igneexe 
centres 


exchanges, These markets do 


| trillion (million million) US 


trade involves banks 
buying 
is done by currency 


informed guesses 


and generate a profit when their predictions come true, 


Pile of Indian 
one-rupee coins 
needed to buy 
one pound 
sterling 


CHANGING VALUES 


hange trading occu! 


such as the New York, London, and Tokyo : stock 
business 
dollars a day 
companies 
and selling currencies, but most of the trading 
speculators 


about the future values 


Currencies and exchange rates 


Mosi COUNTRIES HAVE THEIR own form of money — their own notes 
and coins — known as their currency. When people go on holiday to 
another country, they need to change their money into the currency of 
the country they are v isiting. Holidaymakers buy the foreign money 
with their own country’s currency at a certain price, called the exchange 
rate. The exchange rate changes every day, because like most prices, it 
is determined by a market — a market of currency buyers and sellers. For 
example, if everyone wants Indian rupees, this currency will become 
more expensive. If no one wants US dollars, they will become cheaper. 
Governments often try to control exchange rates. They might buy and 
sell currencies themselves or limit the flow of money into and out of 
the country. They might even fix the exchange rate by matching their 
currency’s value to another one, usually the US dollar. 


s in the big financial 
worth more than 
Some of this 
and governments 
Ihese traders make 
of currencies 


25 


HOLIDAY CASH 


People travelling abroad need the currency of the country they 
are visiting to spend on living expenses and souvenirs, such as these 
Russian nesting dolls. Bureaux de change (foreign-exchange offices) 

buy and sell travellers’ currencies. They are often located 
at banks, travel agencies, and airports. They make a profit by 
charging a commission (transaction fee), and by selling 
currencies for a higher price than what they paid to buy them. 


MONEY KNOWS NO BORDERS 


Changing currencies all the time 
is costly, and the uncertainty 
over ever-changing prices also 
costs businesses money. To eliminate 
these problems, the governments 
of most countries belonging to the 
European Union have opted for 
currency union, adopting a 
single currency called the euro. 
The disadvantage of currency union 
is that the member countries cannot 
have separate policies to deal with 
their specific financial problems. 


STREET DEALS 

If a government fixes the exchange 
rate of its currency, a “black market’, 
or illegal market, in the currency 
can emerge. This happens because 
the government-fixed value of the 
currency is often too high or too low, 
and traders turn to illegal dealers 
to get a better price. These Afghan 
traders are selling the national 
currency — the afghani — on the 
streets of the capital, Kabul. 


PEGGING CURRENCY 
Some governments choos 


exchange rate over a fl 
to stabilize their e 
make internati 


MA 


table. Malay 


predict 
or “pegge 1 
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eae Companies and corporations 


rOP DOG 
\ company with a chain of hot-dog 
stores can sell more than a single 
salesperson. Buying ingredients in 


company can also strike better deals 

with suppliers. This in turn can lead 

to greater profits for the company 
Spire 


on top 
of five-storey 


pagoda 


as 
Af,..4 


(AN EAN AE 


RECORD BREAKER 


A coMPANY OR CORPORATION is formed when a group of people 
get together to make or sell something as a team. For most companies, 
earning maximum profits is the goal. Profit is the sum of money 

left over when all of a company’s spending has been accounted for. 
The key advantage of forming a company rather than producing 
something as an individual is economies of scale — the more items 
made, the lower the cost to produce. Transaction expenses 
(buying and selling costs) are also reduced if they happen 
within an organization. If the owners of a company want to 

raise funds for new projects, they may sell shares, or parts 

of the company. Shareholders may own stakes in the business, 
but it is run by a board of directors. 


Coat of arms of British 
East India Company 


One of three gates 
to the pagoda 


LEGAL SAFEGUARDS 

If a company has “limited 
liability’, its shareholders 

are not legally responsible 

for paying its debts if it goes 
bust. This arrangement, which 
encourages firms to invest and 
take commercial risks, helped 
the British East India Company 
become the richest company of 
the 18th century, trading in 
goods from the areas 

of India it controlled. 


Prior to being taken over by the Takamatsu Corporation in 2006, 
the Kongo Gumi construction firm of Osaka, Japan, was the oldest 
company in the world. It could trace its origins back to 578 CE. 
lhe firm specialized in building Japanese temples, such as Osaka 
Shitenno-ji Buddhist temple, shown here. 


§ oncr 
+ BBC Broadcasting 


House, London, UK 


FOR THE PUBLIC GOOD 

Most companies exist to make profits, 
which are then distributed to their 
owners OI shareholders. Some 
companies however, exist solely to 
prov ide services for the benefit of the 
public, or to promote particular values 
or beliefs. Non-profit organizations 
such as the British Broadcasting 
Corporation (BBC) are legally 
required to plough any profits they 
ick into their businesses 


make De 


IN CHARGE 


BIG BUSINESS 
Companies with operations in more than one 
country are called multinational firms. Coca-Cola, 
for example, has manufacturing and bottling 
plants in more than 100 countries. This global 
empire worth US$100 billion is run from the 
company headquarters in Atlanta, Georgia, US. 


An African 
tribesman 

drinking 
Coca-Cola 


A General Motors 
car sold under the 
German brand, Opel 


RISKY BUSINESS 
Most companies seek to grow in order to sell more of whatever they 
produce and make greater profits. Some rely on coming up with new 
business. Others expand by buying rival companies and merging 
with them. This can be a risky policy. The US car manufacturer 
General Motors became huge by acquiring other car companies, 
such as Opel in Europe. But with too many different brands under 
one roof, the company lost its focus and went bankrupt in 2009. 


COMPANY CULTURE 

The kind of culture a 

company looks to create 

for its workers or staff can 

be crucial to its success 
offices of the Internet search 
engine firm Google are filled 
with leisure facilities that 

create a relaxed atmosphere 

designed to help employees 

to think creatively. 


Google founders 
Larry Page, and 
Sergey Brin (right 


rhe 
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| } G \ ," ] orktorce Coat of arms of the 
Society of Pewterers, _ Pewter 


New York City, , _~ coffee pot 


Workers ARE THE FOUNDATION 
of any economy. Nothing is made 


1 or moved without someone doing 
some work. Whether it is ploughing a field, 
typing a letter, or designing a house, it is all 
work. In most of the world today, work is 
organized through the market. It is paid for 


with wages, and employees are given legal 


SLAVE LABOUR 


A slave is a person who is owned contracts. Workers with rare skills or those See 

ci vclubournaccieaturetmany Who are organized into trade unions may be in come pre-industrial sami 
neovial enon indudngiie able to raise their wages. Where WOFKeIS ____s tila Saal agua 
Furope, andthe US inthe 18thand  SKills are commonplace and demand for Eom guilds. The state oan 


these organizations powers and coats 
! of arms. The guilds controlled who 
lower wages, Or even face u nemployment. could join and practise their trades, 
the rules and regulations of the 
trades, and often the prices their 
members could charge for work. 


Sth centuries. Today, slavery 18 them is low, they may have to accept 


outlawed in almost every country. 


Banner showing 
a spanner in the 
works” to symbolize 
industrial protest 


Clenched fist symbolizes 
the workers’ strength 
and unity 


Protest by German 
employees of a car 
manutacturer 


Assembling 
laptops at an 


gathering 


SUPPLY AND DEMAND 

In a market economy, labour has its price. Workers sell their time and 
skills, and employers buy these with wages. Where labour is scarce, 
wages tend to rise. When labour is plentiful, as in modern China, 

its price falls. One reason why China's economy has grown so fast in 
recent years is that it has a huge supply of w orkers, kee eping wages low. 
This means that products can be manufactured very cheaply in China. 


WORKERS’ RIGHTS 

Trade unions grew out of the 
collective efforts of workers to 
defend their interests at work. 
In developing countries, trade 
unions often fight against harsh 
conditions and low wages. 

In rich societies, they may be 


wages. Trade unions use a variety 
of strategies to achieve their aims, 


with employers and 
governments, fighting 
workers’ cases in court, 
and public protests. They 
may even organize a 
strike — a mass 
withdrawal of labour. 


f 


Red flag has been 
used by workers 
groups for more 
than a century 


electronics factory 
in Shenzhen, China 


WHOSE HARVEST? 
This Thai woman is 
in the rice 
harvest. More than 
40 per cent of the world’s 
workers are involved in 
agriculture, and most are 
landless peasants who 
work for a small class of 
wealthy landowners. Some 
peasants are allowed to rent 
land from the owner. In 
return, they must hand over a 
share of their harvest, or work 
on the landowner’ estate. 


Architect using his design, 
building, and communication 
skills in the workplace 


strong enough to push for higher 


such as negotiation and discussion 


SKILLED WORKFORCE 


Why do architects earn more than construction workers? It 
is again a matter of supply and demand. There is always 
a strong demand for architects and construction workers 
because we are constantly putting up new buildings. But 
since the training to be an architect takes nearly a decade 
there are far fewer architects than construction workers 
Employers therefore have to pay more for their services 


LABOUR LAWS 

This Mexican woman 
works in a factory as a 
welder — a job once 


reserved ex 
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_ they are named after, these people 
| charge forward fearlessly, buying shares 

in the expectation that they will increase in 
Ae, 


a are rising overall is known as a bull market. 
ag ch aS 


k 
L 
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ares and bonds 


1 wo OF THE MOST POPULAR WAYS OF investing money aré buying 


"shares and buying bonds. When people buy shares in a company, 
they become part owners of it. If the value of the company rises, the 


shares become more valuable, and if it falls, the shares decline in value. 
The company’s directors may also decide to pay shareholders a proportion, 
known as a dividend, of any profits the company makes. People who 
buy a company’s bonds do not become its part owners. Instead, they are 
lending it money. In return, the company promises to pay them interest 
(loan fees) at regular intervals, and to repay the original sum at an agreed 
future date. Governments also issue bonds to raise money. These are 
seen as less risky than bonds issued by companies, as governments 
are unlikely to go bankrupt, so they usually pay lower rates of interest. 


TAKING STOCK 
A stock exchange is a market in which 
people buy and sell shares in companies. 
Today, there are huge buildings in cities all 
over the world, as well as several websites, 
dedicated to these activities. Before stock 
exchanges were established, however, there 
were no fixed places where people could 
go to buy and sell shares. In 18th-century 
London, share dealers used to conduct 
their business in coffee houses. 


BULLS 
People who expect the 

value of shares to rise are 
known as bulls. The term has 
been used to describe positive or 
optimistic share dealers since the 
early 18th century. Like the animals 


-yalue. If this happens, they will be able to sell 


“them for a profit. A stock market in which prices Bull ornament from 


a stock trader's office 


and .7 


GOING PUBLIC 


If a company wants its shares to 
be traded on a stock market, it sells 
them to the public in what is known 

as a flotation, or initial public 
offering (IPO). This share certificate 
was issued by the International 
Steam Pump Company of 
New Jersey, US, on its flotation 
in 1909. Some people specialize in 
buying shares through IPOs, hoping 
to sell them quickly for a profit. 
Known as ‘stags’, they often succeed 
because companies tend to sell their 
shares at a low price initially to 
make sure they all get sold. 
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MADE TO MEASURE 

The rising and falling values of 

shares on this screen can be summed up by a 
single number called a stock market index. The index 
measures the average value of a fixed selection of shares in a 

market, and it changes constantly every day. Investors can measure how 
well their shares are performing compared to the index. The Dow Jones Industrial 
Average index tracks the share prices of 30 of the largest companies in the US, and 
the NASDAQ index charts the performance of many leading technology companies. 
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EXCHANGE 


fORY, BU} 
FOURTH LIBERTY LOAN 


RAISING FUNDS FOR LIBERTY A SHARE OF THE MARKET 
Governments sometimes issue bonds to raise money An IPO, in which people buy shares directly from a 
for financing development projects or to fund costly wars. company, is an example of what is known as a primary 
lhis is a poster for Liberty Bonds, which were issued by market. In secondary markets people buy and sell shares, 
the US government between 1917 and 1918 to help usually on behalf of other people. These markets can 
raise finances during World War I. They paid investors be extremely busy places — these traders and clerks 


are signalling prices at the Mercantile Exchange 
in Chicago, US. There is lots of shouting and 
hand waving as the traders try to attract 
the attention of other traders to enable 
them to negotiate prices and 
buy and sell shares. 


between 3.5 and 4.5 per cent interest per year. 


BEARS 
People who expect the 

value of shares to fall are 
known as bears. Despite’ 

their pessimistic or negative 
outlook, they can still make 
money. They do this is by 
“selling short” ~ selling shares 
that they donot yel own, while 
agreeing to deliver themona t future 
date. If their predictions prove correct, they will 
be able to protit by buying the iti ed have 
promised to deliver for less thd erate for. 


Bear ornament 


Speculation 


‘Te LURE OF MAKING LARGE PROFITS can lead people to stake their 
money, or bet, on risky investments and business deals. This is known as 
speculation. People who speculate make bets on the expected future prices 
of assets — such as shares, land, or even antiques — in the hope of 
making a big profit. Speculanee can bet on the price of something falling 
as well as rising. Either way, if things go as they predict, they end up with 
more money than they began with. Otherwise, they may be in trouble, 
particularly if they have borrowed money to place their bets. While 
investors are concerned with putting their money to productive use over 
the long term to earn profits, speculators take a chance with their money 
in the hope of larger-than-normal gains. Speculation can 
influence markets too, leading to price swings and 
financial crises. For instance, if speculators start 
investing in property, expecting house prices to 
rise, this demand will itself cause house prices 
to increase, leading to a runaway housing boom. 


GOLD RUSH 


In 1848, traces of gold were found in the water used by a 
timber mill in Coloma, California, US. Hundreds of thousands 
»f people from across America and all over the world flocked 

to California to look for gold. The discovery led to furious 
speculation in the local property market — people bought and 
sold land where gold was thoug *ht to exist. Fortunes were made, 
particularly by those who had arrived early on the scene, but 
many people lost money too, especially when the gold started 
to run out. Nevertheless, the gold rush had a permanent effect 
on the Californian economy, creating new markets and swelling 
the population of the state from 100,000 to 380,000 within 

a span of just 10 years. 


Share trader Potential investor 
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ACCIDENTAL GAMBLE 
Speculation can be beneficial at times. Insurance 
companies promise to cover customers costs 
if they are victims of theft, ill health, or 
accidents. It is a gamble because they 
might have to make a big payment 
owing to a serious accident or costly 
illness. Each customer makes regular 
small payments to the insure 
because the insurance companies 
receive small payments from 
many people, they can afford 
to make a few big payments. 
However, if they miscalculate 
how much money 
they will have to 
pay out, they can 
lose money. 


COLLAPSE OF A BANK 

A trader making a rogue (unauthorized) speculation 
can cause an enormous amount of damage. In 1995, 
the 232-year-old Barings Bank collapsed after an 
employee lost £827 million on the stock markets. 
Without telling his bosses, Nick Leeson invested a 
large amount of the bank's funds betting that prices 
on the Japanese stock market would not change 
much overnight. Unfortunately, Japan was hit by a 
BETTING ON THE OUTCOME massive earthquake and share prices plummeted. 
The price of a property (or any asset that is bought and then resold) Leeson was charged with fraud for deceiving 
is affected by what people think it will be worth in the future. However, the bank and spent four years in a 

if a speculator believes that the current price underestimates a property's , Singaporean prison. 

future value, they will want to buy that property so that they will 

profit when its value rises higher than most people thought it would. 

Gambling at a racetrack is a kind of speculation. Gamblers place a bet 


Racing jockey 


on a horse that they think will do well. If the bookmakers (the people 
or company taking the bet) do not expect the horse to win, they offer 
a high price for a winning bet, and the gambler gets a lot of money in 
return if the horse finishes first. 


Booms and busts 


Economic ACTIVITY HAS ITS PEAKS and troughs. An increase in economic 
activity, with new businesses opening up and people making lots of 
money, may lead to a period of boom. This is often followed by a period 
of bust when the economy slows down, resulting in firms going out of 
business and people losing their jobs. When such a period persists for 
a long time, the economy is said to be in recession. Booms 
and busts are often triggered by dramatic changes in the 
economy, such as the inve ontion of new technology 
or crop failure. Neither boom nor bust is considered 
good because each leads to instability in the 
long run. Instead, governments strive for 
a steady and continuous rate of 
economic growth. 


HERD BEHAVIOUR 

In 1873 the New York Stock Exchange crashed when the 

bank ee the Northern Pacific Railroad Project 

collapsed. As many people had investe d lots of money 

in thee asobeie of ihe American railroad network, 

panic spread through the market and share prices 
fell sharply. People withdrew their money from 
the bank and tried to sell their shares, following 
each other like sheep following the herd. MAKING CONNECTIONS 

In the 1920s, technology such as the 


People running out of the New York Stock bine 
2 radio and telephone made communication 


Exchange following its crash in 1873 ; m 
easier and swifter. These developments 


enabled people to do more business than 

they had done before, which quickly led 

to an economic boom, often called 

the “Roaring Twenties’. This picture 

THE GREAT DEPRESSION shows a 1920s telephone made 
A depression is an extreme form of recession, in which of Bakelite (an early plastic). 


economic activity decreases dramatically and millions 


of people lose their jobs. During the Great Depression of 

the 1930s, global economic output fell by one third and 

unemployment reached 25 per cent or higher in all the major Unemployed men queue for free food at 
economies. The biggest depression in history, it was triggered a soup kitchen in New York City, US, 
by the Wall Street Crash of 1929, when share prices suddenly during the Great Depression 
collapsed. Wall Street is the location of the New York Stock 
Exchange and centre of New York City’s financial district 
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period going bust, 


Recessions and depressions are painful events but often 
have positive consequences in the long run. Weak 
businesses go under, and old ways of doing things 
are replaced by more efficient methods. Japan was : 
bankrupt at the end of World War II in 1945, but gia 


: 


this spurred the country to start afresh. The 
Japanese economy grew amazingly quickly wT 
between the 1960s and 1980s. Among its 
biggest success stories is the toy industry. 


Market growing 
at a steady pace 


THE DOTCOM CRASH 
In the 1990s, Internet firms were the subject - — 
. 2 A 1994 1995 1996 1997 1998 1999 2000 2003 2002 2003 2004 2005 2006 2007 2008 2009 
of an enormous speculative bubble, which The NASDAQ market index charts 
led to a rise in stock prices of computer- and the ato henmand bust ; 
Internet-related companies. The Internet offered 
many new business possibilities, but investors 
got overexcited and put more money into 
information technology (IT) firms than they 
could possibly expect to earn back. People 
lost billions in the so-called “dotcom crash”. 


Japanese 
toy robot 


TIGER ECONOMIES 

These ships belong to Samsung Heavy 
Industries, which is one of South Korea's 
most successful companies. The shipbuilding 
industry has contributed greatly to the 
country’s economic boom in recent years. 
Many Asian economies experienced 
similar booms in the 1980s and early 

and mid-1990s. They are collectively 

known as “tiger economies’. 


These bulk-carrier ships are a sign of a booming South Korean economy 


Credit crunch 


‘THe MONEY THAT SAVERS deposit in banks is lent to 
individuals and businesses. If borrowers fail to repay, banks 
start running out of money. They reduce their lending to 
ensure they have enough money on hand to repay any 
savers who wish to withdraw their cash. People cannot 
borrow money if banks stop lending — a situation called 
a credit crunch. Modern economies run on borrowing, from 


FALLING SHARES 


families buying hi USES to businesses building factories, sO The credit crunch caused financial markets to crash 
a shortage of funds for lending makes the whole economy all over the world. This created problems for businesses 
; : f that wanted to raise money by issuing new shares, 


suffer. In 2008 a worldwide credit crunch was set off by banks 4c it meant they would receive much less money for 
lending too much money to people who had little chance of _ them. Pensions and savings funds are often invested 

oe ‘ a ’ x : on the stock market to increase their value, so falling 
repaying it. Gove! nments had to spend huge amounts to bail share prices also left many millions of savers worse off. 
out the banks and to prevent their nations economies from 


collapsing. Taxpayers will be paying for this for years to come. 


TROUBLED HOMES 


i — ; House abandoned by 


whener U rh) pe t pt ) » ° - ° 
owner unable to meet The roots of the 2008 credit crisis lay in the American mortgage 


mortgage payments market. A mortgage is a loan granted to buy a house or land. If the 
person cannot repay the loan, the bank can take over, or repossess, 
the property. Because the short-term rewards were high, banks and 
other lenders began making sub-prime (very risky) loans to people 
who might not repay them. When house prices were rising, the 
banks were safe, as any properties they were forced to repossess 
had gone up in value. When house prices started falling, however, 
the lenders were in trouble. Lenders had tried to reduce the 

risk by bundling up sub-prime mortgages with less risky 
loans and passing them on to other banks, but 

this only helped to spread the 
financial crisis wider. 
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A laid-off worker 
from Lehman 
Brothers leaves 
the office 


BANKRUPT BANKS 

In September 2008, the US investment bank Lehman 
Brothers filed for bankruptcy after it ran up debts of 
more than US$600 billion. Although the company 
had assets worth many billions, it was unable to sell 
enough of them to meet its interest repayments. 
This led to the biggest corporate failure in American 
history, and thousands of employees were left jobless. 


_ Poster advertising a 
closing-down sale 


THE CRUNCH HURTS 


In today’s interlinked economy, problems in one area can 
rapidly extend to others. This is what happened during the 
2008 credit crisis. The difficulties of a few mortgage lenders 
that had specialized in extremely risky loans in the hope of 
greater profits caused a chain reaction that led to difficulties 
for almost every kind of business. To make up for their losses, 
banks decided to reduce or call back their loans, forcing many 
businesses into bankruptcy. 


GOVERNMENT TO THE RESCUE 


branches of UK bank Northern 


bank was in trouble. Customers 
withdrew more than £1 billion ina 
single day, leading the government 
to announce it was guaranteeing 


Six months later, the bank was 
nationalized (taken over by the 
government). During the credit 
crunch, governments the world 
over rescued banks by lending 
them money to repay depositors. 


A COUNTRY GOES BANKRUPT 

The economy of Iceland was 
hit particularly badly by the 

credit crisis, as the small 
north Atlantic nation had 
specialized in high-risk 
banking practices. Before 
they collapsed, the country’s 
three biggest banks had — 
combined debts of more 
than six times Iceland's 

GDP (see pages 44-45), 

This forced the Icelandic 
government to resign, and caused 

the value of the country’s currency 

to fall by more than two-thirds. 
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On 13 September 2007, 
long queues formed outside 


Rock amid rumours that the 


all Northern Rock deposits. 


US President 
Barack Obama 


US Treasury Secretary 
Timothy Geithner 


TIGHTER CHECKS 
One of the main causes of the credit crisis 
was governments failing to keep a check 
on large banks. Without strict regulation, 
banks got involved in risky activities that 
could cause great economic damage. 
They encouraged risk-taking by awarding 
their employees huge bonuses if they 
hit certain targets, and lent money to 
companies and individuals who had little 
chance of paying it back. In future, 
banks may have to keep a greater 
reserve of money for emergencies. 
Representatives from the US 
and other developed economies 
meet frequently to agree on 
new international solutions 
for the financial sector. 


The role of governments 


. 
From PROTECTING NATIONAL BORDERS and building roads to providing 
education for the young and welfare support for the needy, governments 
yore, eu PP y& 
tend to take on tasks that are difficult or dangerous to entrust to private 
Bee US OUR ae Get individuals and firms. Maintaining a police force is always a government 
part of the cost of) essentiel ites responsibility, because an individual might use it for personal gain 
like food to make sure theyare —-—— intead of protecting the public. Governments also step in to provide 
affordable for everyone. The / ; P et. § P : P P 
Egyptian government subsidizes basic necessities such as food, clothing, and shelter to people who 
Peet thecouatyepeor _- cannot pay for these themselves. Private individuals and firms must 
pepe nies eae Oty make a profit, so they cannot fulfil these roles. Governments 
aaa undertake these tasks because the law gives 
them the power to do so, and they 
ar fund their activities by 


collecting taxes. 


FREE EDUCATION 


In most countries, ‘ 
governments provide free 
education to create a skilled PS 
and literate workforce. This ; 
enables families, who would PEOPLE'S WELFARE 
not otherwise be able to afford Governments take different welfare 
it, to send their children to measures to protect the health and 
school. These schoolchildren well-being of their citizens — they 
in Vietnam get free primary may use taxes to fund hospitals, or 
education. In most developed provide payments to unemployed 
countries, education is free until people. Some developed countries 
students reach university. have special provisions for their 


senior citizens. They take care ot 
their aged by building old people's 
homes, paying pensions, and 
providing free medical care 


NATIONAL SECURITY 
Even if some businesses and individuals could afford to run private armies, 
it would be dangerous for governments to allow this to happen, because it 
| could lead to power struggles or civil wars. The wages, uniforms, and 
} equipment of these US Army cadets are paid for by the US government. 


POWER FOR ALL 

If only one company produced something essential such as 
electricity, it could charge unreasonably high prices, and people : 
would have no choice but to pay. To prevent this from happening, Py 
governments can either nationalize the industry (take it over), * 
force the owners to charge fair prices, or pass laws to ensure that ” 
other companies can produce the same product, thus creating * 
competition. In Germany, for example, private companies supply ad 
electricity but are tightly regulated by the government. 


The Akashi-Kaikyo Bridge, * 
Kobe, Japan, lit up at night 


BUILDING BRIDGES — 


The Akashi-Kai iky yo Bridge is 
3,911 m (12,831 ft) long and 
carries six lanes of tre 
making it the: vorld's longest 
suspension brid ; 
Japanese government paid 
the US$5 billion it cost to 


construct. Most governments 
are expected to build and 
maintain their countries’ 
infrastructure — things like 
roads, bridges, and railway 
lines. These facilities benefit 
the entire economy but 
would be too expensive 

for individual companies. 


- Measuring the economy 


To FIND ouT HOW A COUNTRY’S ECONOMY is performing, 
it has to be measured. By comparing various economic 
measurements over time, governments can discover 
whether their policies are working, and if they need to be 
changed. One such measurement is gross domestic 
product (GDP), which is the value of all goods and services 
produced within a country in a year. However, it is difficult 
to compare the incomes of different-sized countries with 
this figure. GDP per capita is often used instead, as it 
This graph shows that Brasil GDP prew by aims measures the average GDP per person. This is calculated 
COP oot tes orate by dividing the county's GD 
“Sonlaidne sinisteing EH Waiba coahaae figures governments measure include inflation (the rate 


growing or shrinking. This helps governments to 


Year 


Be oe year pao to eo where f invest. at which prices are rising), unemployment (the number of 
irowth is good for everyone. Businesses thrive, : : f . 

government revenues go up, and income and living people without jobs), and education standards in schools. 
standards rise. However, rapid growth can cause Governments also monitor and forecast their own 
problems such as speculative bubbles that end in 5 

painful crashes (see pages 36-39). expenditure from year to year. 


THE WEALTH OF A NATION 
In 1086, King William the Conqueror commissioned 


a survey of all the land in England to work out how Handwritten entry in 

much tax he could raise. The results were written down in the Domesday Book 

the Domesday Book, which listed the residents of 13,418 y 
settlements, together with details of the land and property 


they owned. A surveyor of the time 
noted, “there was no single hide 
nor a yard of land, nor indeed 

one ox nor one COW 
nor one pig which 
was left out’. 
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HOW HAPPY ARE YOU? 
In 1972, King Jigme Singye Wangchuck 
of Bhutan proposed that the success of ; h 
a nation should not be measured 
solely by economic growth or 
GDP, but by what he called 
gross national happiness, 
or GNH. It would take into 
account factors like the state 
of the environment and the 
preservation of cultural values. 
However, GNH is hard to measure 
and is not in widespread use. 
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MEASURING DEVELOPMENT 
rhe United Nations Development Programme (UNDP) uses the 
Human Development Index, or HDI, to compare economies 
Countries are graded in four categories: life expectancy (how 
long the average person can expect to live), GDP per person 
adult literacy (the percentage of adults who can read), and the 
number of residents educated to primary, secondary, and 
university levels. Depending on their scores, the countries are 
then classified as developed, developing, or underdeveloped. 


Bhutanese children on 
their way to school 


STANDING STILL 
If an economy is neither growing 
nor shrinking, it is described as 
stagnating. How seriously this affects 
the economy depends on the overall 
state it is in when it stops growing. 
The Japanese economy has been 
stagnant in recent years, notably in 
the electronics industry, but Japan 
remains a prosperous country. 
A Nepali girl carrying 
her baby brother 
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3 
us, | WORK WITHOUT WAGES 
Childcare and domestic chores such as 
cooking, cleaning, and washing clothes 
are often unpaid and not included in 
employment statistics. Globally, women 
perform a disproportionate amount 
of this “invisible work’, sometimes 
in addition to paid jobs. The 
United Nations Development 
Programme calculated that 
70 per cent of work done by 
women is unpaid, and valued 
it at US$11 trillion a year 


wy Parwinta 


p rrene. cranes TRE 
WP ho ak + Faye 


®& ~ 


THE ILLEGAL ECONOMY 

Criminal business activities such as selling 

drugs or fake goods and gambling (in places 
where it is illegal) are parts of the economy 
that cannot be accurately measured. These 
transactions take place outside of the 
law, so governments are unable 

to charge taxes on them 


A LIGHTER BURDEN 
Tax charged on goods sold is known 


as sales tax. Governments can use 
taxation of goods to encourage or 
discourage certain activities. Tobacco 
and alcohol are often heavily taxed 
to discourage people from buying 
them. Meanwhile, products like 
eco-friendly light bulbs may be 
tax free to encourage their use 


THE PRICE OF WAR 


s income tax, which is 


Union Army 
iniform and rifle 


lax 


GoveRNMENTS FINANCE THEIR ACTIVITIES by collecting taxes from 
individuals and businesses. Some taxes are collected directly. Income 
tax, for example, is charged as a percentage of a persons earnings. 
Other taxes, such as sales tax, are indirect, which means that people 
pay them only when they buy certain goods. This may influence the 
decisions people make about what to buy. When governments reduce 
taxes, people have more money to spend. This helps businesses 

to sell more, which has a positive effect on the economy. 
When governments increase taxes, to raise money to 
build new schools and hospitals, for example, 
people have less to spend. However, these 
government investments hopefully benefit 
the economy in the long term. 


PROGRESSIVE TAXES 
If a tax is progressive, people on high 
wages pay a larger percentage of their 
income than those on lower wages. 
German political philosopher Karl 
Marx (1818-83) argued in favour of 
progressive taxes. He believed that 
by taxing the rich more than the poor, 
the amount of wealth in the economy 
would be distributed more 
fairly among the people. 


PUTTING UP A FRONT 

Sometimes, taxes have an undesired influence on human 
behaviour. When the Dutch government imposed 
property tax based on the size of the fronts of houses in 
the Netherlands in the 17th century, people began 
building very narrow, deep houses. Similarly, in 1696, 
when the British government introduced a tax based 
on the number of windows each house had, people 
simply bricked up some of their windows. 
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REGRESSIVE TAXES 

Some taxes are known as regressive, which 
means that the poor pay a higher proportion 
of their incomes than the rich. In 1989, the UK 
government introduced a poll tax that forced 
@veryone in a particular area to pay the same 
amount, separdless of how wealthy they were. 


Poster 


protesting 


against 


poll tax 


SAFE HARBOUR 

Monte Carlo, a seaside resort in the tiny country of Monaco, is a popular 
destination for the rich and famous. So-called “tax havens” such as 
Monaco attract people because of their low or non-existent taxes. Monaco 
offers tax benefits to its residents, so people buy expensive property here, 
and spend money on shopping and gambling at the casinos, bringing in 
revenue for the local economy. If governments set their taxes too high, 


people may move their businesses to such tax havens. 


TAX ON LUXURY 

Governments may claim that taxes on 

luxury goods, such as jewellery, are 

fair and progressive because no one 

is forced to buy these goods, and 

the rich are taxed more than the 

poor. Unless the taxes are carefully 

created, however, they may hurt the 

industries making the luxury goods, 

including the less wealthy workers. Also, what 

is considered a luxury can change. In Norway, a tax on 
chocolate introduced in 1922 continues to be charged, 
although chocolate is no longer a luxury item. 


Narrow house in 
Amsterdam, the 
Netherlands , 
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Inflation 


INFLATION MEANS A RISE IN PRICES — not just the price of 
one item, but the prices of goods and services across a 
whole economy. Prices are set by supply and demand. 
If people have more money to spend on goods but 
not enough goods can be produced or imported to 
meet the extra demand, then prices rise. The result 
is a ihe If people choose to save more money 
and spend less, shops are left with large stocks 
of goods to sell, so prices fall. This is deflation. 
Inflation may also be affected by the prices of key 
commodities, such as oil, and the amount of money 
printed and circulated by government-controlled central 
banks. The rate of inflation is given as a percentage — an 
annual rate of 2 per cent means that goods cost 2 per cent 
more than they did a year ago. Both’ high inflation and acer nienone 

deflation can disr upt the efficient wor kings of the economy. To see how prices are changing across a whole economy, and 


how that impacts on people's budgets, economists look at 

the changing price of a “basket of goods’. This is a selection 
of goods that an average household buys. In different 
countries and at different times, the contents of 

US Federal Reserve the basket will change. In poorer countries, food, drink, 
in Washington, DC and rent make up most of the basket. As societies become 
richer, more expensive consumer items, such as electrical 

goods and holiday travel, are also included. 


An elderly Russian 


woman receives a free 
hot meal in winter 


FIGHTING INFLATION 


ee put their central banks, such as the 
US Federal Reserve, in charge of money supply 
Central banks try to keep inflation at a level that 
is neither too high nor too low so that prices 
stable. To do this they can raise or lower 
interest rates (how much it costs to borrow money). 
If there is deflation, for example, lowering the 


HUMAN IMPACE ra 


ted by inflation in the same we ly. 
Owners of assets with rising prices, su h as houses, 


iflation, while workers whose 
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HYPERINFLATION 
When inflation spirals 

out of control, it is called 
hyperinflation. In 1923, 
the German government 
printed huge quantities 

of money to pay off its 
debts. Prices doubled every 
two days, and savings 
became worthless. Money 
lost its value so fast that old 
notes were used to light fires 
and as wallpaper! A new 
currency was introduced, 
and the economy finally 
stabilized in late 1923. 


A queue for petrol in 
England during the oil 
crisis of the 1970s 


OIL CRISIS 

When companies have to pay more to manufacture 
or transport their products, they tend to compensate 
for their higher costs by raising the prices they 
charge consumers. In 1973, war in the Middle East 
disrupted global oil supplies. The price of oil 
quadrupled, fuelling inflation in the oil-importing 
countries of the developed world. Since oil is not 
only vital for transport but is also used in thousands 
of products and industrial processes, prices 

rose in every sector of the economy. 


German children play 
with worthless Reichsmark 
notes in 1923 


DEATH OF A CURRENCY + 
The worst hyperinflation of recent 
times occurred in Zimbabwe from  \ \ 
2004 to 2009. When the agricultural 
economy collapsed and tax revenues 
fell, Zimbabwe's central bank injected 
vast amounts of money into the economy. 
It was eventually printing notes as large as 
100 trillion Zimbabwean dollars, as the 
monthly inflation rate reached more than 
76 billion per cent! The government abandoned 
the Zimbabwean dollar in 2009, allowing people 
to trade with the US dollar and the South African 
rand until a new currency could be launched. 
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YOUR MONEY OR YOUR LIFE 
Between the 13th and 18th 
centuries, piracy (robbery at sea) 
was a widespread problem. Pirates 
with skull-and-crossbone flags may 
be a thing of the past, but piracy is 
still alive today, especially off the 


coast of Somalia, east Africa. Goods 
seized by pirates and sold illegally 
cause great loss to the economy. 


DOWN THE DRAIN 


In the 1920s, the US government passed a law banning the sale 

of alcohol in America. Known as Prohibition, this law sparked 

a wave of crime. Bootlegging — the making, selling, and transport —— 
of illegal alcohol — became highly profitable, 
battled for control of the trade. Respectable citizens rubbed 
shoulders with gangsters in “speakeasy” bars that were 
disguised as ice-cream parlours or hidden in basements. 
Liquor seized during police raids on these bars was 


often poured into sewers 


A GILDED LIFT 

lhe Russian mafia consists of groups 
of criminals who control the illegal 
economy. Many of them adopt lavish 
lifestyles, owning luxury cars like this 
y had a thriving illegal 
nomy when it was a communist 


1 goods such 
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The shadow economy 


GANGSTER SHOOTOUTS, THRILLING CAR chases, pirates 

at sea, smugglers, and mafia wars — these are the stuff that 
popular films are made of. Behind the excitement is a true 
story of criminal economic activity that makes up the shadow 
economy. This includes all the buying and selling that happens 
outside the law, such as the illegal manufacture and sale of drugs and 
alcohol, smuggling of banned ae gambling, and selling of fake 
products. Pirated DVDs, software, and Internet downloads arealsoa 
part of the shadow economy. The scale of the problem is huge — the 
criminal activity in a poor country may be one-third as large in value 
as its legal economy. Governments all over the world want to get rid 

of this economy, because the goods and services offered are 

often dangerous and the cause of severe social problems. 
Also, criminals avoid paying taxes, resulting in a loss of 
revenue for the authorities. 
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GANGSTER BOSS 
Al “Scarface” Capone was a famous 
criminal of the Prohibition era in 
the US. During the 1920s and early 
1930s, the Chicago-based gangster 
controlled an illegal business empire 
worth around US$100 million per 
year. The activities that brought in 
the most money were bootlegging 
and smuggling. Capone drove 
around in a bulletproof armoured 
Cadillac, and called himself “just a 
businessman, giving the people what 
they want”. He was finally imprisoned 
for not paying income tax. 


and rival gangs 


STRAPPED FOR CASH 

Smugglers are people who bring goods into a 
country secretly. They do this either because 

the goods are illegal, or because they want 

to avoid paying import taxes on the goods. 
Smugglers go to great lengths to avoid 
detection. For instance, this man was caught 
at Los Angeles International Airport trying to 
smuggle rare birds into the US. Smuggling 
deprives the state of money it should 

receive in taxes on these goods. 


IN A FIX 
Drugs made and sold illegally are 
a major cause of concern the world 
over. Users of these dangerous 
drugs often become addicted to 
them, and may turn to crime to pay 
for their habit. Heroin, made from 
the seed pods of a certain type of 
poppy, commands a very high 
price on the illegal market. * 
Songbirds strapped to Drug smugglers often use ; 
legs and concealed their profits to finance 
under trousers other criminal activities. a 


SPOT THE FAKE 

Branded goods such as watches, clothes, 
and handbags bearing the labels of 
famous companies are expensive. 
Customers pay because they trust the 
brands to deliver high quality. Some 
manufacturers sell counterfeit (fake) 
versions with the same labels at 
affordable prices. Buying these products 
is not illegal, but selling them is, as it 
damages the sales and reputation of 
the brand owners, such as Burberry. 
These labels are protected by law. 


A genuine Burberry bag, 
and a fake 


A DIFFERENT BALL GAME 


Japanese law forbids gambling for money, so players of the popular 
pachinko pinball game instead receive prizes of electron 


equipment and toys. There is usually a booth nearby where the 
prizes can be ext hanged for cash. The owners of the booths then 
sell the prizes back to the pachinko parlour, and the business 
continues. These businesses, which are very profitable, are often 
run by the Yakuza (the Japanese mafia). Many people believe 
gambling activities like pachinko become an add 

A gold-plated Porsche ruin individuals and families financially 
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Z| nemployment 


W uen PEOPLE IN AN ECONOMY want work but 
cannot get any, they are said to be unemployed. Since 
paid work is the main form of livelihood for nearly 
everyone everywhere, unemployment can be a big 
problem for individuals, societies, and governments. 
Pee ictal igure | Families face poverty, communities become divided, 
eading. They include only firms lose customers, and governments have big 
enout Joos wo arcane) welfare bills to pay. Most economists agree that 
ie part-time workers unemployment is caused by long-term changes in 
ni orthoee whe ene hkeiieae ee Pee Oy ara production methods, short-term 
dare on retraining schemes to ups and downs of the national economy, and the 
va impact of the wider global economy 
on local patterns of employment. 
Because long-term unemployment 
is so devastating, dealing with 
it is one of the main priorities 
of governments throughout 
the world. 


Horse-drawn carriages share 
space with motorcars on a street 


— 
‘in London England, in 1912 . 


THE PRICE OF CHANGE BEHIND THE TIMES 

Until about 1900, road traffic was pulled by These saris from India are produced 
horses, and the big cities of North America by traditional handicraft methods. 
and Europe sustained a vast workforce of Compared to factory-made saris, 
stable boys, riders, saddlers, and horse-feed their production takes more time 
merchants. But by 1930, the motor car had and people, and they are more 
replaced the horse, and these jobs expensive. Many Indian textile 
had almost vanished. Major technological workers lost their livelihoods in the 
advances like the invention of the 19th and early 20th centuries when 
motor car can render the workforce of the country was flooded with cheap, 
an entire industry redundant, and its machine-made textiles imported 
workers’ industry-specific skills worthless, from Britain, 


A FREE MEAL 

Without a job, people may lose their homes and struggle 

to find enough money for food. All societies make provision to 
support the unemployed. In western European countries, the 
state takes care of the unemployed. In some other countries, 
charities and religious institutions such as churches and 
temples provide people with small grants, food, and shelter. 


IN SEARCH OF A NEW LIPI 
One way in which people 
respond to unemployment is 
to move to new places = even 
other countries = in search ot 
work, In the 19th and early 
0th centuries, millions of 
Kuropeans migrated to the 
rapidly expanding economies 
ot the Americas in the hope otf 
finding jobs and prosperity 


In the early 21st century there 


: eee 
Ses R Whe! wns 
Pecan rh 
isa new wave of economic 


migration, with many workers 

from pooret! countries seek nea 
better livelihood in the nations 
of the developed world 


JOBS ON THE MOVI 
Many jobs that were previously done in the developed world, such 
as telephone banking services, are increasingly done by workers in 
developing countries for lower wages. India has many call centres 
like the one above, which provide services such as ticket booking 
and customer help desks for global airlines, Call centre workers in 
the developed world may be forced to find different work Immigrants from Europe arrive in 
New York City, US, 1892 


CREATING EMPLOYMENT 

Governments tackle unemployment in a 
number of ways. Workers made jobless by 
changes in technology are trained in new skills 
that make them more employable, The state 
may also try to create jobs itself, employing 
people in community-based schemes such as 
planting trees, In Japan, the government invests 
in huge infrastructure projects, such as building 
roads and bridges, to keep employment in the 
construction sector high, Some argue that 
projects like these are too costly and spoil 

the appearance of the countryside 


Construction workers on an infrastructure project 
in the Shikoku region of Japan 
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Globalization 


PropLE IN DIFFERENT COUNTRIES have traded with one 
another for thousands of years, but improvements in : 
transport and communication in the last 40 years have 
resulted in large-scale movements of goods, money, and » 
people across the globe. As countries make it easier for people 

and goods to cross their borders, their economies become 
interlinked. Trade increases, companies set up business in 
other countries, technological innovations circulate 
among nations, and people are free to move to places 
where they can find better jobs. This international 
movement, called globalization, has both benefits and 
drawbacks for the people concerned. Institutions like 

the International Monetary Fund (IMF) 

and the World Trade Organization (WTO) 
regulate the flow of goods, services, 


and technology. Af 


GLOBAL TRADE 

Global trade can create links 
between regions of the world 
that are separated by huge 
distances. For example, the 
markets of Nigeria, west 
Africa, are flooded with 
electronic products made in 
east Asia. While trade brings 
opportunities and prosperity 
to many, it can also cause the 
decline of industries and 
economies that cannot 


compete on a global scale. 


Ploughing rice paddies 


9 in Madagascat 


MULTINATIONALS 


‘ mpanies : perat many yuntries are calied multinationais 


LOWER COSTS, HIGHER PROFITS 
In a global economy, companies can locate different parts 
of their business in different areas of the world. In the 
global clothing industry, design, marketing, and 
most of the profits stay in the developed world 
but the clothes are usually made in factories 
in developing countries, like this one in 
Bangladesh, where labour is cheap. 
Some people say this system is unfair 
to the workers, since they work 
long hours for low wages. But 
the companies claim they are 
creating employment, which 
benefits the local economy. 


DEVELOPMENT AND GLOBALIZATION 
A global economy needs global organizers and 
regulators. The WTO sets rules for trading 


and settles disputes between nations. At the 
2009 Aid for Trade conference in Geneva 
Switzerland, Pascal Lamy, the director-general 
of the WTO, declared that global trade was the 
best way for poorer nations to develop 
Anti-globalization groups disagree 


oointing out that powerful 
k 8 
~ 2) governments can impose trade 


restrictions that actually keep poor 
countries poor. The WTO's task is 
to address this problem. 


MOBILE WORKFORCE 


4& Cheap international transport 
t has made it easier for people 
‘ to travel far afield in search of 


jobs. This Indian construction 
worker, for example, has found 
employment in Dubai in the 
Middle East. A mobile labour 

’ force also benefits employers. 
- Large companies often scour the 
globe to recruit the very best 
engineers, designers, scientists, 
f IT experts, and managers 
the world has to offer. 


WINNERS 
AND LOSERS 
This portable computer 

hard drive is just one of the many 
products developed in Silicon 
Valley, California, in the US. 
With the worldwide computer 
and Internet boom of the late 
1990s, high-tech areas like Silicon 
Valley became prosperous almost 
overnight. In contrast, the car 
industry in Michigan, US, has 
been badly hit by fierce global 
competition in recent years 


Rich and poor 


ee 


SINCE HUMAN BEINGS began abandoning nomadic and 
hunter-gatherer lifestyles for farming and settling in villages 
and cities 10,000 years ago, economic output has soared. But this 
output and the wealth it creates have never been evenly divided. 
In the modern world, there is a vast gulf between rich and 
poor nations, and inequalities of income within societies seem 
to be growing. Inequality and poverty are among the most 
important global issues, and not just for moral and political 
reasons — they also affect the economy itself. Populations that 
are too poor to consume provide no market for businesses, and 
social groups that are too poor to educate themselves provide 

a small pool of skilled labour. Inequality also hampers 
economic development — unequal societies 
are unstable and liable to be 
divided by conflict. 
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INEQUALITY WITHIN SOCIETIES 

This view of Sao Paulo, the richest city 
in Brazil, shows the huge economic 
inequalities that can exist within a 
society. In the foreground is a shanty 
town of temporary dwellings, while 


a the apartment blocks of the wealthy 

——— tower in the distance. Increasingly, the 

TOO POOR TO TAKE PART cities of the developing world are 

Some definitions of poverty involve asking whether a marked by walls, armed guards, and 
person has the resources to join in with mainstream society. In fortresslike architecture that 
developed countries, surveys of the public suggest that people separate the rich from the poor. 


feel owning a TV, a mobile phone, and a suit are the bare 
minimum to take part in the community. In the developing 
world, this would place someone far above the poverty line. 
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STAYING RICH 

The British public school system is a good example of how 
the rich hold on to their money. The financial wealth of 

one generation is invested in the elite education of the 
next generation, such as these pupils from Eton College. 
Their expensive schooling equips them with highly valued 
academic skills and cultural knowledge, and connections to 
some of the most wealthy and influential people in society. 

These, in turn, help the graduates of the public school system 

to occupy the top jobs and command the highest incomes 


Lift makes a bus 
more accessible to a 


wheelchair user 


DEALING WITH INEQUALITY 


Income is ided unequally betwee! 


Can aid work? 


A\1n 1s THE TRANSFER OF WEALTH from rich to poor nations in order to 
promote economic development. However, the record of aid in stimulating 
growth and reducing poverty is very mixed. Some experts argue that 
increasing exports to richer nations is a better way of helping developing 
countries out of poverty, but this too has its limits. New solutions are 
emerging, with consumers in the developed world backing fair trade 
schemes that guarantee fair prices for poor farmers, and the governments 
of rich countries cancelling the debts of 
poor nations. In the developing — , . ain re 
world, micro-credit schemes | Make a die TONS 
are helping some of the ae mend see 

poorest people to set up 
businesses, while mobile 

phones are empowering 

communities by linking 

them to the wider world. | na ssi 
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AID THAT WORKS 
Developing nations are short 

of infrastructure (facilities), 
technology, and finance, and 
overwhelmed by the needs otf 

their growing populations for basic 
services, such as water supply. Aid 
can help to build sewage plants and 
provide clean water. However, for 
aid to be truly effective, local people 

also need to be trained to maintain ) } A 
these facilities in the long term. Tank carries et 

; public-health “a 
/ information 
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A USEFUL SPIN OFF 
Aid works best when it is used to fund 
long-term projects, rather than being used as a 
short-term “fix”. Projects that promote education, 
health, and self-sufficiency are most likely to produce 
lasting results. These South African children are having 4 
fun turning a playground roundabout that doubles as 


a water pump. There are now more than 1,000 of BY 1 
these innovative PlayPumps in sub-Saharan Africa, 1} 
providing clean drinking water to more than 1 million 

| 


impoverished people. The spinning motion provided 
by the children pumps underground water into a large 
storage tank raised above the ground. The tank carries 
advertising, which provides funds for the upkeep of 
the pump, and public-health messages. 


LOANS FOR THE POOR 
Micro-credit schemes lend 


very small amounts of money 


Top ten countries receiving relief from 
debt due to the HIPC initiative 


= — In the late 20th century, many developing economies were crippled by huge 
= P = debts amassed in the 1970s and 1980s. Some countries could not even afford to 
aq — pay the interest on the loans they had taken from private banks, other nations, 
S — and international institutions such as the World Bank. Thanks to public and 
= =. political pressure from around the world, many of these debts have now been 
m5 «6 = cancelled through programmes such as the Heavily Indebted Poor Countries 
—— (HIPC) initiative. The money that poor countries once used to repay their debts 
= r = — een’ can be invested in their own economic development. 
‘3 = = — — 
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FAIR TRADE ‘ape oT exports to rich 


The fair trade movement aims 
to guarantee high and stable 
prices for poor farmers in the 
developing world, so that 
they do not have to rely on 
the low, erratic prices of 
conventional markets. This 
ethical approach is supported 
by many consumers in richer 
nations, who are happy to 
pay higher prices knowing 
that the farmers get a fairer deal. 
Spurred on by customer demand, 
supermarket chains are increasingly 
adopting fairly traded products, 
especially tea, coffee, chocolate, 
and fruit such as bananas. 


Turning the 
roundabout drives 
; a water pump 


THE DEBT PROBLEM 


/ nations is often 
hindered by trade 
regulations. For many 
\ years, the US banned 
shrimp imports from 
Malaysia and Thailand on the 
grounds that they did not meet 
its tough environmental standards, since sea turtles 
often became caught in the shrimp nets. The shrimp 
exporters argued that this was putting the interests of 
turtles before the welfare of the poor. The ban was 
ruled illegal by the World Trade Organization. 


Mobile phone keeps 
this Maasai herder in 
touch with cattle prices 


IN TOUCH WITH THE WORLD 
Poor nations can fall even further behind rich nations unl ess they 
find ways to adopt the latest technologies. Fortunately, n bile 


phone networks are less costly to construct than 
telephone lines. There were just 1 million mol phone 


subscribers in Africa in 1996. Ten years 
215 million, and Africas demand for phones continues 
grow. This Kenyan Maasai herder S ~ 
phone to receive informati 


markets so that he can get the Dest price 


Future challenges 


‘THE ECONOMIC HISTORY OF the 21st century will be 

every bit as tumultuous as that of the 20th century. 

The challenges facing the global economy are 

dominated by a rapid rise in the world's population. 

At the same time, the standard of living has increased 

in the developing world. A greater number of wealthier 
people everywhere will consume vastly more goods 

and resources. As consumption rises, pollution goes 

up, worsening the increasing environmental problems E 
of climate change, and energy and water shortages. There 
will be no single solution to all of these problems. We will 
need to find new ways to prevent pollution and encourage 
consumers to favour the thrifty rather than the wasteful. 


POPULATION EXPLOSION 
This crowded street is in t 
Chinese city of Guangz 
whose population has gro’ 
from less than 1 million p pe 
to more than 12 million in 

few decades. Like the globé 
population, Guangzhou wil 
continue to grow for the next 

40 years. The United Nations 
predicts that the world’s popu 
will peak at around 9.5 billion 
2050. Most of these people 

live in cities in the developing 

To sustain such vast numbers, 
global economy will have to use 
Earth’s limited resources far 
more efficiently. 


Ears of 
wheat 


Chimney allows 
fumes from 
furnace to escape 


FOOD SHORTAGE 

\ changing climate, growing population, and rising 
living standards may strain the global food supply. 
Wheat prices soared in 2005-06 due to a decline 
in harvests caused by severe drought and growing 
consumer demand for wheat. In the future, diets in 
the developing world may change from vegetables 
and rice or wheat to include more meat. It takes 

far more land and water to produce meat, 
further pressurizing Earth's resources. 


OIL-FREE ECONOMICS 
The global economy is 
driven by oil. As well as 
keeping our transport 
going, oil is burned to 
generate electricity, and it is a 
raw material from which we 
make many key substances. from oil, fuels 
But our oil reserves cannot the world’s cars 
meet rising demand forever. 
The transition to a global economy that is not 
oil dependent will not be easy. Whole industries 
will disappear, but others will emerge as new, Petrol pump 
oil-free technologies are developed. nozzle 
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WATER WARS 

This cracked, parched earth of Australia was once rich, fertile 
farmland. Freshwater resources are limited and overexploited 
throughout the world. While drought has diminished the supply, 
rising populations, water-hungry manufacturit 

processes, and excessive irrigation (watering of 

farmland) have driven up demand. In some parts 


of the world, the struggle for water resources may 
become so fierce that milit cts could 
break out between nations. 


CLIMATE CHANGE 
Emissions of carbon dioxide 
and other polluting gases from 
burning fossil fuels (coal, oil, 
and gas) have caused a steady 
rise in global temperatures and 
an increase in extreme weather. 
Faced with the dangers of global 
climate change, governments are 
introducing schemes, often called 
green taxes, to charge for emissions 
from cars, factories, and power stations. 
Due to green taxes, electricity from this 
coal-fired plant will become more 
expensive, while electricity generated 
by wind and solar power, and other 
forms of renewable energy, will get 
cheaper. This should cause people to 
switch from “dirty” sources of power 
to environmentally friendly sources. AN AGEING WORLD 
rhe population of the developed world 
is ageing fast as the birth rate falls and 
individuals live longer. How will a 
declining workforce support g 
numbers of elderly people 
care? The ways in which we save 
our pensions, look after our f 
plan our working lives wi 
to accommodate this d1 


make-up of tl 


The economy and you 


Every PERSON ON THE PLANET is part of the 
economy. The economic wealth of the nation 
you live in, and how the government decides to 
raise and spend taxes, can determine something 
as basic as whether you have access to clean 
drinking water. It influences the facilities available 
in your local school, what health care you receive, 
the price of food and clothing, and the types of 
industry and business that develop in your area. 
Your family’ s income may decide what size your 
home is, which neighbourhood } you live in, what 
school you go to, and where you spend your 
holidays. All governments, businesses, and 
individuals — including you — budget by 
planning how to spend or save money. That is 
the key to a well-run economy — making the 
best possible use of limited resources 
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4 SCHOOL LIKE MINI 

Everything about your school, from the equipment and 
facilities to the number of pupils per teacher, depends 
on economic factors. Some schools are funded through 


taxes, others through fees paid by parents. Students in 
vell-funded schools can enjoy access to the latest 
technology, while classrooms in less-privileged regions 


may be overcrowded and lack even basic equipment 


FUTURE PLANNING 


People have saved spare chang 
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CITY LIVING 
The economic wealth of the area you 
grow up in can have a huge effect on the 
opportunities available to you in life. More 
than half the world’s population now lives 
in cities, compared to just 9 per cent in 
1900. One of the main reasons why people 
move from the countryside to towns is to 
find work or improve financial prospects. 
‘ Tokyo, Japan, is one of the largest 
and richest cities in the world. The 
headquarters of many international 
corporations are located there, and 
the 12.8 million Tokyo residents 
commute to jobs in shops, factories, 
offices, and hospitals. Someone 
living in a rural area with poor 
transport links may not have the 
same employment opportunities. 
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STARTING TOO YOUNG 

These Iraqi girls are paid to collect rubbish and carry 
it to the local dump. They are among an estimated 
158 million children aged 5—14 worldwide who have 
to work for a living. Often their jobs are dangerous, 
they are always badly paid, and those who work full 


time miss out on education. But many poor families 
depend on the money their children earn. 


CROWDED HOMES 

The kind of house you live in is determined by economic factors 
such as the wealth of your family and house prices in your 
neighbourhood. This family can afford to live only in a small 
one-room hut in a slum area of Yangon, the capital city of Myanmar 
(Burma). The hut is overcrowded, and there is no running wate! 
electricity, or facility for sewage collection. The family members 
are at risk of developing serious health problems, including diseases 
such as cholera and dysentery. 


BURGERNOMICS 
In 2006, the Swiss bank UBS came up with 
an interesting way of comparing economic 
conditions in different cities. It calculated 
how much time a person earning the el 
average wage of a city worker needed to 
work to be able to buy a Big Mac burger 
from a local branch of multinational food 
chain McDonald's. The results varied 
from 10 minutes in Tokyo, Japan, to rl 


~~ “ 
1, Colombia ~~ ayer 


97 minutes in Bogot 
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World in numbers 


Tue NUMBERS NEEDED to describe the global economy 
just keep on rising. In 1900, the total value of goods and 
services producec by all the countries in the world was 
US$1 trillion (million million). It has since multiplied almost 
70 times. Today's global economy has more trade, billionaires 
and multinational corporations than ever before. Recently, 
there has also been a notable shift in the balance of economic 
power towards developing nations, such as China and India. 


United States 
359 billionaires in 2009 


Non-financial assets (US$290 trillion) 
These include land, property, shares, bonds, — 
and any items of value other than money. 
The value the world placed on its assets 
peaked at this level in late 2008. 


Traditional banking (US$39 trillion) 

This is all the money held in bank deposits and 
savings accounts around the world, plus all the money 
individuals and businesses have borrowed from banks. 


HOW MUCH 

MONEY IS THERE 

IN THE WORLD? 

The total amount ot 

cash in the world is only a 


) Cash in circulation (US$3.9 trillion) 
small fraction of the virtual This is the value of all the notes and coins in the 
money being traded by people world, but does not include money traded electronically. 
in the finance industry, as these If everyone emptied their bank accounts and sold their financial 
figures from 2008 show. Compare assets, there would not be enough cash to pay everyone. 
these figures with the global GDP 
(gross domestic product) — the value 
of all the goods and services produce d 


Gold reserves (US$845 billion) 
Although the world now runs on a system of fiat money 


on the planet in a year, which in 2008 (a currency has value because a government says it does), central 

was valued at US$69.49 trillion banks still maintain deposits of gold in case of em ergency. They are 
a small compared to the amount of cash in the world. 

GLOBAL GIANTS L100 ; ' 

This graph shows how much the major ) 

regions of the world have contributed to 90 : United States 22% 

the world economy since the year 1500 

Back then, India and China were the 80 | 


economic superpowers, although western 
Europe was just beginning to challenge 70 China 12% 
them. The Americas contributed less than 
5 per cent of global GDP at that time 
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(see page 60) By 1950 the United States 


ilone accounted for 30 per cent of global : Japan 7% 
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The growing global economy has made it 


Germany 
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MOST VALUABLE BRAND-NAME COMPANIES 
In today’s fearsomely competitive global markets, 
where companies are fighting to attract the attention 
of billions of consumers, a successful brand is among 
the most prized and valuable assets. Google is worth 
many billions on the stock market because it has 
become the world’s most popular Internet search 
engine. This enables it to provide advertisers with 

a huge audience. Of course, a brilliant brand cannot 
be built on the back of a useless service or product. 
Many of the companies on this list were pioneers in 
their fields, such as IBM in computers and Nokia 

in mobile telephones. 
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4 44,134,000,000 
41,214,000,000 
39,166,000,000 
36,880,000,000 
33,706,000,000 
33,572,000,000 
33,427,000,000 


China Mobile 
Marlboro 


- 


a a 
/ 
McDonald's 
31,670,000,000 
o j a 


GLOBAL EXPORTS 

At the end of World War II, global 

trade was worth US$59 billion. Since 
then, the growth of trade between nations 
has been explosive, reaching more than 
US$13 trillion in 2007. The World Trade 
Organisation (WTO) encourages nations 
to reduce high tariffs (taxes) on imports, 
making trade easier. Meanwhile, 

the invention of the Internet and 
cheaper transport have reduced the 
costs of doing global business. 
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28,767,000,000 
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US$3,675 


US$1,838 
billion 
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HIGHEST INCOME 
The United States may have the highest 


GDP of any nation, but if that figure is US$579 
divided by the number of people living US$59 US$84 US$157 Klien 
in the US, it is no longer on top. In 2008, billion billion _ billion ! 
Norway had the highest income per cate Ms Se 
capita (GDP divided by population). 1948 1953 1963 1973 1993 
necway Switzerland 
Neste; Gul US$40,680 rnteees 6 ial 
income per capita ede ede Japan 


US$37,870 


Finland 
US$27,060 


United Kingdom 
US$28,320 


Sweden 
US$28,910 


Gi = approximately 
US$3,000 


COUNTRIES WITH THE MOST BILLIONAIRES 


gigantic fortunes. The number of billionaires (in US dollars) continues to rise, 
as industrial and banking tycoons from Europe and North America are joined 
by oil and mining magnates from Russia and Saudi Arabia. In the last 20 years, 
the computer industry has swollen the ranks of the US's band of billionaires. 
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Brazil 
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possible for some people to make 


US$13,619 
billion 
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US$7,375 
billion — 
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Denmark 
US$33,570 
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ustria 
US$26,810 


Ireland 
US$27,010 
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Timeline 


Tue STORY OF THE WORLD ECONOMY over the last 
12,000 years is dominated by people devising 
ingenious ways of getting the most out of limited 
resources such as time, land, and people. Some 
of the most important innovations, such as the 
railway and the Internet, have bee 
while others have involved the creation of 
institutions such as banks and stock markets. 


c.10,000—6000 BcE EMERGENCE OF FARMING 
Development of farming spells the end of the 
old hunter-gatherer lifestyle in many parts of 
the world 


c.7500-—4000 sce First TOWNS 

The world’s first towns develop. A new kind 
of urban-based economy is formed with the 
growth of settlements such as Catalhéyuk 
in southern Turkey. 


Mesopotamian clay tablet with accounts 
written in cuneiform script, c.2750 BCE 


¢c.3400-—2700 sce EARLY ACCOUNTANTS 
People in Mesopotamia develop a method of 
writing called cuneiform to keep records, or 
accounts, of trading and banking transactions. 


c.1200 bce CHINESE COWRIE MONEY 

The Chinese start using cowrie-shell money. 
Cowries were still being used as money in parts 
of Africa as recently as the mid-20th century. 


c.640 BCE FIRST COINS 
The world’s first true coins are minted in Lydia, 
a part of modern-day Turkey. 


c.490 BCE FirST NAMED BANKER 

The financial dealings of a Lydian banker 
named Pythius are documented by Herodotus, 
a Greek historian 


30 pce—14 ce REIGN OF AUGUSTUS 
/ s transforms the Roman 


306-337 ce CONSTANTINE S$ COIN 
r Constantine sues a gold 


n technological, 


806-821 PAPER MONEY 
Paper money originates with the world’s first 
bank notes issued in China. 


1156 FOREIGN-CURRENCY EXCHANGE 

Two brothers borrow 115 Genoese pounds 
from an Italian bank. They agree to repay the 
loan as 460 bezants (a different currency) to the 
bank's agents in Constantinople, thus starting 
the earliest foreign exchange contract. 


1288 First SHARE CERTIFICATE 

A letter is sent to a Swedish company confirming 
the sale of one-eighth of the Stora copper 
mining company. This document proving share 
ownership is the first share certificate. 


1346-50 BLAck DEATH 

A deadly plague reduces Europe's population by 
more than a third, dramatically improving the 
surviving workers’ bargaining power for pay. 


1403 ITALIAN BANKING TAKES OFF 


Interest charges are legalized in Florence, 
paving the way for a banking explosion. 


SS Yo 


Spanish coins made from gold and silver 
taken from Native Americans, 16th century 


1492 EUROPEANS DISCOVER AMERICA 
Christopher Columbus's discovery of the 
Americas begins a dramatic expansion of 
the global economy. 


1498 SEA TRADE BETWEEN EUROPE AND ASIA 
Vasco da Gama’ discovery of a sea route to 
India opens up big new markets for both 
Europeans and Asians 


c.1500—40 SPANISH GOLD 

Spanish conquistadors conquer the Aztecs of 
Mexico and the Incas of Peru and plunder their 
rold. So much gold is sent back to Europe that 


rice of gold goes down 


het 
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A postcard showing the Boston Tea Party, in the 
American colony of Massachusetts, 1773 


1502 SLAVE TRADE BEGINS 

The first African slaves reach the Americas. 
Over the next 300 years, more than 12 million 
African slaves are shipped to the Americas to 
work unpaid on plantations and in mines. 


1634-37 TULIP MANIA 

In the Netherlands, demand for rare varieties 
of tulips makes tulip prices rocket, creating a 
giant speculative bubble. 


c.1750 INDUSTRIAL REVOLUTION BEGINS 

New manufacturing techniques based on 
water- and steam-powered machinery are 
introduced in Britain, marking the beginning 
of the Industrial Revolution. 


1773 Boston TEA PARTY 

American colonists dressed as Native Americans 
protest against British import taxes by throwing 
a ship's cargo of tea into Boston harbour. The 
protest sets America on a path to independence. 


1776 THe WEALTH OF NATIONS 

Adam Smith publishes his influential book on 
economics, An Inquiry into the Nature and Causes 
of the Wealth of Nations. 


1799 INCOME TAX 

British Prime Minister William Pitt introduces 
income tax, a tax based on personal income, 

to fund the war against French leader Napoleon. 


1804—29 STEAM RAILWAYS 

Richard Trevithick demonstrates the first 
steam-driven railway engine in Merthyr 
Tydfil, Wales. By 1829, commercial railways 
are in use between Stockton and Darlington and 
between Liverpool and Manchester, England. 


1807 BRITAIN OUTLAWS THE SLAVE TRADE 

The slave trade is abolished in the British Empire, 
and the Royal Navy enforces an international 
ban on the trade. The US outlaws slavery in 1863. 


1838 INSTANT MESSAGES 
The invention of the electric telegraph allows 
messages to be sent rapidly over long distances. 


1854 JAPAN OPENS ITS DOORS 
After more than 200 years of isolation, Japan 
opens its ports to foreign trade. 


1856 STEEL REVOLUTION 

The Bessemer process of converting iron to 
steel is invented, improving the output of the 
world’s metal industries. 


} ~ The Rocket built by George 

— Stephenson to work on the 

Liverpool and Manchester 
Railway, England, 1829 


1857 BANKING CRISIS 

In October, financial panic forces 1,415 US 
banks to suspend customer withdrawals of 
gold and silver, triggering recession on both 
sides of the Atlantic. 


1869 Suez CANAL 

The opening of the Suez Canal connects 

the Mediterranean and Red seas, drastically 
reducing sail times between Europe and Asia. 
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Poster of Joseph Stalin introducing a five-year 
plan to the people of Russia, 1946 


1874 TELEPHONE 

Alexander Graham Bell invents the telephone 
This technological innovation opens up a 
world of new business possibilities. 


1908-13 ASSEMBLY LINE 

Henry Ford invents the assembly line and 
produces the world’s first mass-produced, 
affordable car — the Model T Ford 


1917 COMMUNIST REVOLUTION 

Communists seize power in Russia and 
introduce a command economy in which all 
industry is owned by the state. The communist 
government begins a series of “five-year plans’, 
which set out the quantities of goods that 
should be produced by all farms and factories. 


1929 WALL STREET CRASH 

Share prices plunge, triggering a worldwide 
economic downturn called the Great 
Depression, which lasts 

throughout the 1930s. 


1944 Bretton Woops AGREEMENT 
Representatives of 44 countries sign an 
agreement on rebuilding the world financial 
system after World War II. They agree on a 
method of fixed currency exchange rates and 
create the International Monetary Fund (IMF). 


1945-60 Post-wAR CONSUMER BOOM 

The world economy recovers quickly after 
World War II, and newly affluent consumers 
buy modern, luxury products such as 
televisions, refrigerators, and motor cars. 


1957 EUROPEAN UNITY 
Six European nations agree to abolish trade 
barriers between one another, forming an 

economic alliance that will grow into 
the European Union. 


1973 Om crisis 

Several oil-producing nations 
suspend supply to the US 
and Europe, causing 

oil prices to 

quadruple and 

inflation 

to rise. 


1978 CHINA ALLOWS PRIVATE ENTERPRISE 
China's communist government allows farmers 
to sell what they grow for cash they can keep. 
They no longer have to work on farms owned 
by the government. 


1979 FirsT MOBILE PHONE NETWORK 
Japanese firm NTT establishes the first 
commercial mobile telephone network. 


1980s REAGANOMICS 

US President Ronald Reagan introduces a 
programme of tax cuts, reduced government 
spending, and reduced regulation of businesses 
to boost the American economy. 


1989 WorLD WIDE WEB 

English computer scientist Tim Berners-Lee 
proposes a system that later evolves into the 
World Wide Web, eventually giving hundreds 
of millions of people new access to markets. 


1989 BerLIn WALL FALLS 

The fall of the Berlin Wall dividing East and 
West Berlin marks the collapse of communism 
and the reunification of Germany. In 1989-91, 
communist governments lose power 
throughout eastern Europe and Russia. 


1991 INDIAN REFORMS 

The Indian government passes laws encouraging 
firms to compete with one another and foreign 
companies, leading to a period of rapid growth. 


2000 Dotcom CRASH 

A speculative bubble in shares of Internet 
companies bursts dramatically, leading to 
disastrous drops in share prices. 


2008 CREDIT CRUNCH 
The world is plunged into recession by a 
financial crisis caused by high-risk lending. 
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Glossary 


AGRICULTURE 

lhe production of food through farming. It 
includes growing crops and raising animals 
and is one of the main sectors of the economy 


ASSET 

\n item owned by an individual or company 
that has value and can be used to generate 
wealth. Shares, land, and property are all 


examples ot assets. 


BALANCE OF TRADE 
rhe value of a country’s exports minus the 


value of its imports 


BANKRUPTCY 

The state a person or business ; 
is in when deemed by law to a 
be unable to pay their debts. 


A modern combine harvester, 
an agricultural machine 


BARTER 


The exchange of goods and services for other 


goods and services without the use of money. 


BOND 

A certificate of debt issued by a company ora 
government in which the borrower promises 
to repay the money to the holder along with 
interest by a future date. Bonds are transferable, 
meaning that they can be bought and sold. 


BOOM 
A period of very rapid economic growth, often 
unsustainable and ending in a bust. 


BUBBLE 


A sudden rise in the price of an asset or group 


of assets to levels far above its true value. 


BUST 
rhe opposite of a boom, in which an economy 
experiences a sudden and dramatic downturn. 


CAPITAL 

Real capital” is machines, factories, and other 

possessions used to produce goods and services 

Financial capital” is money that can be used to 
hase real at tal 


CAPITALISM 


system in \ } he 


CARTEL 

A group of 
companies that 
work together to 
fix their prices 
higher than they 
would be if set within 
a competitive 


A bribe — a form 
free market. 


of corruption 


CENTRAL BANK 
An organization in charge of regulating 
a nation's money supply. 


COMMAND 

ECONOMY 

An economic system in 

which key decisions 
about production and 
distribution are made 
by the government. 


COMMISSION 
A fee paid to the sellers of goods and services 
based on percentages of the total cost. 


COMMODITY 

A basic good such as grain or iron that is the 
same no matter who produces it — unlike goods 
such as televisions, which may vary in quality. 


COMMUNISM 

An economic system in which the means 
of production (factories, equipment, and 
raw materials) are owned and controlled 
by the state. 


COMPETITION 

A situation in which two or more firms vie 
to win the business of potential buyers by 
offering favourable terms. 


CONSUMERISM 

An economic theory that suggests an 
ever-increasing consumption is beneficial 
to the economy. 


CONSUMPTION 


The use of goods and services. 


CORRUPTION 
Abuse of power, such as a bribe in exchange 
for favours or influence. 


CREDIT 
Money available for an individual or business 
to borrow. 


CREDIT CRUNCH 

A sudden reduction in availability of loans 
from banks, making borrowing difficult and 
expensive. The 2008 global financial crisis 
involved a massive worldwide credit crunch. 


CREDITOR 
A person or business to whom money is owed. 


CURRENCY 

The form of money used within a particular 
country or group of countries. The dollar is 
the currency of the United States, the pound 
sterling is the currency in the United 
Kingdom, and the euro is the currency 

in 16 European nations. 


DEBTOR 
A person or business that owes money to 
a creditor. 


DEFAULT 


Failure to pay money owed. 


DEFLATION 

A decrease in the overall 
level of the prices of 
goods and services in 

the economy. we 
The opposite 

is inflation. 


DEMAND 

The quantity of 
a good or service 
that people are willing and able to buy at 
a particular price in a market. 


Coffee beans produced by 
a fair-trade cooperative 


DEMOCRACY 
A political system in which power is held by the 
people through their elected representatives. 


DEPOSIT 

A sum of money placed with a bank. It can 

also mean a sum of money put down as part 
payment for a good or service, with the balance 
to be paid later. 


DEPRESSION 
A severe and prolonged downturn in economic 
activity of a nation or group of nations. 


DERIVATIVES 

Complex financial contracts that are based on 
the value of underlying assets such as shares, 
commodities, currencies, interest rates, and 
market indexes. Derivatives traded in exchange 
markets are settled for money, not by delivering 
the actual assets. 


DEVELOPED COUNTRIES 

Nations that have strong, technology-driven 
economies and whose citizens enjoy a high 
standard of living. 


DEVELOPING COUNTRIES 
Nations that have less technologically advanced 
economies and lower standards of living. 


DICTATORSHIP 
Rule of a country by one all-powerful individual. 


DISTRIBUTION 
The transport of finished products from 
factories to shops to consumers. 


DIVIDENDS 
Payments made by companies to their 
shareholders from after-tax profits. 


DIVISION OF LABOUR 
The separation of work into tasks carried out by 
different specialists to improve productivity. 


ECONOMICS 
The study of how wealth is created and 
distributed in a community. 


ECONOMIES OF SCALE 
Savings in production costs as a business grows 
larger — the more items produced, the less they 
cost on average to produce. 


ECONOMY 
The system of production, consumption, and 
distribution within a society. 


EFFICIENCY 
Getting the greatest possible output from 
limited resources, such as time and money. 


EXCHANGE 


A forum for buying and selling. 


EXCHANGE RATE 
The price of one currency in 
terms of another. 


EXPORTS 


Goods and services sold to other countries. 


FAIR TRADE 

A movement that aims to ensure that workers 
in developing countries are paid more than 
they would be if the prices of the goods they 
produce were left to ordinary market forces. 


FEUDALISM 

Medieval economic system in which landowners 
gave farmers parcels of land to work in return 
for a share of the produce and military service. 


FINANCIAL DISTRICT 
An area with a cluster of banks, stockbroker 
firms, and other financial institutions. 


FISCAL 
Relating to taxation and 
government spending. 


FREE MARKET 
Economic system 

in which prices are 
determined only by 
supply and demand. 


Zecchini, gold 
coins first minted 
in Venice, 1284 


FUTURES 

Contracts to buy or sell assets at agreed dates in 
the future for prices determined in the present. 
A type of derivative. 


Wall Street, the financial district 
é of New York City, US 


GDP 

Gross Domestic Product, or the value of all the 
goods and services produced within a country 
during one year. j 


GOLD STANDARD 

An international system that fixed the values of 
the notes and coins of participating nations in 
terms of specified quantities of gold. It is no 
longer used. 


HYPERINFLATION 
A period in which prices rise out of control, 
leaving a country’s currency worthless. 


IMPORTS 
Goods and services purchased from people in 
another country. 


INCOME 
Money earned through employment and 
other investments. 


INDEX 

A single number calculated from a set of prices 
used to represent the value of something — for 
example, the top 100 shares traded on a stock 
market. Market analysts can monitor changes 
in an index. 


INDUSTRY 

People or companies involved in a particular 
sector of economic activity, such as agriculture, 
steel, paper, or music. 


INFLATION 
A rise in the prices of goods and services over 
a period of time. 


INFRASTRUCTURE 

The facilities and services needed to support 
economic activity and the functioning of a 
community, such as roads, bridges, water 
systems, and electric power. 


INSURANCE 

An arrangement whereby companies 

promise to pay their clients if particular events 
occur (for example, theft or fire). Insurance 
allows people to protect themselves against 
risk by making small, regular payments. 


INTELLECTUAL PROPERTY 

Ideas and inventions protected by law so 
that people cannot use them without the 
permission of their owners. 


INTEREST 
Fees paid by borrowers to lenders, usually 
<pressed as a percentage of the sum borrowed. 


INTERNATIONAL MONETARY FUND 
An interntional financial organization 
that makes loans to national 
governments when their 
economies are threatened 
by financial crises. 


INVESTMENT 
The purcl ase of 
an asset, such as 
machinery, in the 
hope of making a 
return, or profit 


LIMITED LIABILITY 

A legal arrangement 
whereby a companys 
shareholders are not 
responsible for paying its 
debts beyond the value of 
the money they have put 
into the firm. 


LIQUIDITY 
The extent to which an asset can 
be easily converted into cash. 


LOAN 

A sum of money given to an 

individual or business that must be repaid 
later, often with added interest fees. 


MANUFACTURING 

One of the main sectors of the economy, 

it is the industrial use of tools and labour to 
make something 


MARKET 
A place either physical or virtual in which 
people meet to trade. 


MARKET FORCES 


The supply and demand of goods and services 


MARXISM 

A political theory from the writings of 
19th-century German theorist Karl Marx. 

He argued that workers exploited by capitalism 
will rebel, bringing about communism. 


MIGRATION 
The movement of people from one country or 
region to another. 


MINIMUM WAGE 
The lowest wage that an employer is legally 
allowed to pay. 


A wind farm converts wind, a 
natural resource, into energy 


A sculpture of Karl Marx 


MIXED ECONOMY 

An economy with a mix of privately 
owned industry and government planning 
and intervention. 


MONEY 
A medium of exchange; an item 
generally accepted as payment. 


MONOPOLY 

A company that has sole 
control over the sale of 
a good or service. 


MORTGAGE 

A type of loan, often used 
for house purchases. The 
lender legally owns the 
asset purchased with the 
borrowed money until 


NATIONALIZATION 

The compulsory purchase 

or takeover of privately 
owned businesses by 

the government. 


NATURAL RESOURCES 
Materials and energy that occur 
naturally on Earth and have 
economic use and value, such as 
water, timber, wind, and oil. 


OUTPUT 
The quantity of a good or service that is 
produced in a specific time. 


PENSION 
A regular payment to a retired person by 
a government or company. 


POPULATION 
The total number of people who inhabit an 
area or nation. 


PRICE 
The amount of money needed to purchase 
a particular good or service. 


PRODUCTION 
The process of making something. 


PRODUCTIVITY 
The rate at which something is produced per 
unit of input — for example, one hour of work. 


PROFIT 

The sum of money that is left over after all the 
expenses involved in producing and selling 
something are deducted. 


the loan has been repaid. 


RATE OF RETURN 

The money received in a period of time (usually 
one year) as a result of an investment, expressed 
as a percentage of the cost of that investment. 
For example, if a person buys a field for £1,000 
and rents it to another person for £100 per year, 
the rate of return is 10 per cent per year. 


RECESSION 
A period in which economic activity declines 
and GDP shrinks. 


RESOURCES 
Raw materials, tools, or labour used to produce 
goods and services. 


REVENUE 
The income that a business receives before 
deductions are made for expenses and tax. 


President Hugo Chavez of Venezuela 
has nationalized major industries, 
such as electricity, oil, and steel 


SAVING 
Putting money aside for future use. 


SOCIALISM 

A political theory that argues for state 
ownership of industry in order to achieve 
social and economic equality. 


SERVICES 

One of the main sectors of the economy, 

it includes all jobs in which expertise or 
activities are provided to paying customers, 
such as guiding tourists and firefighting. 


SHADOW ECONOMY 

The part of an economy that operates outside 
the law, such as selling illegal drugs or fake 
goods. It is also known as the black market. 
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A 1948 poster celebrating Bulgarian socialism 


SHAREHOLDER 
Someone who owns one or more shares in 
a company. 


SHARES 

Certificates proving part-ownership of a 
company that can be bought and sold on 
a stock market. 


SOLVENCY 
The ability to pay debts. 


SPECULATION 
Betting on the future value of an asset. 


STAGNATION 
The condition of an economy when it is neither 
growing nor shrinking. 


STOCK 
The quantity of a product that a seller currently 
owns. This is also the American word for a share. 


STOCKBROKER 
A person who buys and sells shares on behalf 
of clients. 


STOCK EXCHANGE 
A place in which company shares are bought 
and sold. 


SUPPLY 

The quantity of a good or service sellers are 
willing and able to provide to buyers at a 
particular price. 


TARIFF 
A tax on goods transported from one nation 
to another. 


TAXES 

Money raised by governments through 
compulsory charges based on income, 
purchases, and property ownership. 


TRADE 
The exchange of goods and services, often 
conducted through the medium of money. 


TRADE UNION 
An association of working people that aims 
to improve working conditions and wages. 


TRANSACTION COSTS 
The costs involved in buying, selling, or 
transferring ownership of something. 


UNEMPLOYMENT 

Being without work. The unemployment rate is 
the percentage of the population that is willing 
to work but unable to find employment. 


Unemployed men waiting outside a soup 
kitchen during the Great Depression 


WORLD BANK 
An international organization that provides 
financial assistance to developing countries. 


WORLD TRADE ORGANIZATION 
An international organization that monitors 
and enforces rules governing world trade. 


PLACES TO VISIT 


* BANK OF ENGLAND MUSEUM 
Bartholomew Lane, London, UK 


www.bankofengland.co.uk/education, 
museum/ 

This museum features banknotes, coins, 
gold bars, and multimedia installations 
explaining the bank's role as the UK's 
central bank. 


* NEW YORK FINANCIAL DISTRICT 
Wall Street, New York City, US 
Several companies offer tours of the Wall 
Street neighbourhood, including OnBoard 
Tours (see www.newyorkpartyshuttle.com). 


* FEDERAL RESERVE BANK OF NEW YORK 
33 Liberty Street, New York City, US 
www.newyorkfed.org/aboutthefed/ 
visiting.html 
Visitors to the Fed can see the world's 

largest accumulation of gold, worth 

several billion dollars, in a vault buried 

15 m (50 ft) below sea level. Reservations 

are required. 


TSUKIJI FISH MARKET, TOKYO, JAPAN 
The world’s largest fish market is the scene 
of frantic buying, selling, and auctioning. 
The highlight is the daily tuna auction, 
which can be watched between 5 am 

and 6:15 am. 


CHRISTIE'S, LONDON 
8 King Street, London, UK 
www.christies.com 

Visitors to the headquarters of one of the 
world’s most famous auction houses can 
visit auctions free of charge. Christie's 
also has branches in 31 other countries. 


USEFUL WEBSITES 


¢ This award-winning site provides a very 
readable introduction to economics and 
economic concepts: 

www.socialstudiesforkids.com/subjects/ 
economicsbasic.htm 


This site contains fascinating galleries of 
banknotes from around the world: 
www.banknotes.com 


Learn about US dollar bills and their 
history at the official website of the US 
Bureau of Engraving and Printing: 

www.moneyfactory.gov 


As well as the history of the US Mint, this 
fun site has lots of money-related games 
www.usmint.gov/kids 
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